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TUESDAY, MARCH 10, 1953 
126 
134 Piel : — 
134 Unirep Srates SENATE, 
135 COMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 
788 rT. . ‘ 9 
The committee met, pursuant to recess, at 10:03 a. m., room 301, 
789 Senate Office Building, Senator Homer E. Capehart, chairman, 


presiding. 

Present: Senators Capehart, Bennett, Bush, Payne, Goldwater, 
Maybank, Robertson, Sparkman, and Lehman. 

The CuatrrmMan. The committee will come to order. The first wit- 
ness will be Russell B. Brown, general counsel, Independent Petroleum 
Association of America. Do you have a statement, Mr. Brown? Do 
you want to read the statement? 

Mr. Brown. I think it will save time if I read the statement. 

The CHarrMAN. We are delighted to have you with us. 


STATEMENT OF RUSSELL B,. BROWN, GENERAL COUNSEL, 
INDEPENDENT PETROLEUM ASSOCIATION OF AMERICA 


Mr. Brown. I appreciate very greatly the opportunity of coming 
back before you. 1 have enjoyed being before this committee on 
several occasions before. 

My name is Russell B. Brown. I am general counsel of the Inde- 
pendent Petroleum Association of America, which is a national associ- 
ation of independent oil and gas producers, including land and royalty 
owners from every producing area of the Nation. Although some 
members of the association are engaged in other branches of the 
petroleum industry, the principal interest of the membership is in the 
domestic production of crude oil and natural gas. 

My testimony is based on the experience of the domestic petroleum 
industry under previous control laws. Our position and recommenda- 
tions may be summarized as follows: 

That no standby control authority be provided for prices, 
wages, or materials, except material priority and allocation authority 
for dire ct military and atomic energy requirements. 

That no temporary freeze authority be delegated by the Congress 
at ‘this time; but that any necessary temporary freeze authority over 
prices, wages, and inventories be exercised by the Congress at the 
time emergency conditions may require. 

3. Should the Congress deem it necessary to provide standby price- 
control authority, such authority should be limited to selective 
controls to be exercised only when specific and mandatory standards 
as to supply are found to exist. 
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Standby authority for economic controls is incompatible with the 
American free-enterprise system. Controls should be _ provided 
only when an emergency exists serious enough to threaten the eco 
nomic well-being or security of the United States. In the event 
of such an emergency, the Congress could at that time provide tem- 
porary freeze authority over prices, wages, and inventories. This 
would provide time for the enactment by Congress of a proper control 
law recognizing the conditions then existing. 

The mere existence of standby delegated authority at a time when 
controls are not needed constitutes a threat that is disruptive of the 
normal functioning of our economy 

In support of these recommendations, I wish to review briefly 
the experience of the oil- and gas-producing industry under both the 
World War II controls and the recent Korean war controls. We 
submit that these experiences support the above recommendations. 

The deadening effect upon the domestic petroleum industry of 
price controls during World War II and more recently, under the 
Defense Production Act, convinces us that Congress should not 
delegate such authority unless the need is clear, urgent, and present. 

At the beginning of World War II, the domestic petroleum industry 
was in a strong and healthy position. Crude oil productive capacity 
was ample for all then current requirements. In addition, we had a 
very substantial reserve or standby producing capacity, over and 


above current needs. This reserve proved vital in the war years. 
What happened under a controlled economy? Throughout the war 
period the prices of crude oil were frozen at a depressed level, while 
costs increased. The results were obvious—they were ruinous. 

After some 4 years of punitive and unrealistic price controls under 
OPA, the oil-prod cing | nd ustry emerge d. badlv weakened and barely 
ab! to I t the day-to-day nee ls of our peacetime economy. 

[ might add that the independent segment of the industry lost 10 
percent of its strength in the competitive industry during that period. 

The lifiting of controls following World War II led to the greatest 
expansion period in the history of the domestic petroleum-producing 
industry. We were well on the way to regaining a strong position 


hat existing at the beginning of the World War II. 
Then two things happened: First, in 1949 excessive imports of foreign 
vil crippled the expansion effort. This situation continued until the 
Korean war in 1950. The increased defense-program requirements 
and the loss of Iranian oil to the world markets obscured, temporarily, 
the effects of excessive imports. 

Then arbitrary controls were illegally imposed by OPS. The iden- 
tical history of World War II was to be re pe ated Gj rude-oil prices 
were frozen and kept at that level throughout the period of controls. 
At the same time, the costs of labor, materials, and most other items 
usin sane 


comparabdie to 


nerease substant ially 

n 1) petroleum prices were imposed even though there was 
no need for then In 1 fact, the standards of the Defense Production 
Act were ignored. Crude oil and natural gas were in ample supply to 
meet all demands. There was no shortage, and therefore, no danger 
of unreasonable runaway prices. Despite repeated pleas for the 
exercise by OPS of reason and judgment, controls were kepton. The 
OPS capriciously, and to all appearances vindictively, retained control 
over crude oil and natural gas with the same result as under OPA. 
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Fortunately, controls did not last so long as before. Even so, the 
effects in certain producing areas such as California and the Penn- 
crade area—Pennsylvania, Ohio, New York, and West Virginia 
were very drastic, resulting in actual shortages 

As a result, the domestic producing industry, today, is not in as 
strong condition as it should be for the national security. We have 
enough oil for peacetime needs, but practically no reserve producing 
capacity above requirements, which would be vital in the event of war 

The domestic industry is capable of expanding and providing an 
emergency reserve to be available in an emergency, but it is prevented 
from doing so today because of an alltime high level of imports of 
foreign oil, encouraged in part by price controls, which is absorbing 
the domestic market and sapping the economic strength and incentive 
of the domestic oil producer. 

We believe that standby controls are unnecessary and inadvisable. 
Should, however, the Congress deem it necessary such authority be 
delegated at this time, it should be limited to selective controls 
\ price-control law which delegates authority to control prices 
generally without compliance with specific and mandatory standards 
invites controls merely for controls’ sake. That has been the experience 
of crude oil and natural gas under the Office of Price Stabilization. 
Although there has been no need or justification for petroleum controls 
under OPS, the authority was there and they could not resist exercis- 
ing it. 

Under both OPA and OPS, crude oil was frozen rigidly while the 
price level was permitted to rise very substantially. This resulted 
in irreparable harm to the economy of the petroleum industry and 
to the defense program—the basic aim of the law—to expand produc- 
ing facilities. 

With this experience in mind, together with our belief that price 
controls are justified only under conditions of short supply, where 
the defense effort is absorbing a large portion of the total supply of 
any given material, we recommend that any standby price-control 
authority be so limited. 

Such price-control authority should be tied directly to materials 
allocation authority, and limited to the scope of such allocation 
authority. 

Any standby price-control law should provide specific standards 
which must be met before selective controls may be applied. Such a 
standard should be to the effect that no material should be subject 
to price control so long as the material is in adequate or surplus supply 
to meet current needs as evidenced by the fact that the oneal is 
not being allocated. 

Based upon our experience as a user of allocated materials, it is our 
recommendation that any extension of materials allocation authority 
beyond June 30 be limited to materials for direct military and atomic- 
energy requirements. 

The experience of the domestic oil producer with allocation author- 
ity has been primarily with respect to the type of steel pipe which in 
industry parlance is referred to as oil-country tubular goods. 

Under the Defense Production Act of 1950, steel has been allocated 
for the purpose of manufacturing oil-country tubular goods which, in 
turn, have been distributed by the Petroleum Administration for 
Defense. A recent survey of the membership of our association 
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shows that the majority of oil producers believe that the supply 
situation is now in such status as to justify relinquishment of allocation 
authority over this commodity. 

That, in brief, Mr. Chairman, is our eftort to give you the benefit of 
our experience and our recommendations as to the general type of the 
law that we believe would be helpful. 

The Cuarrman. Are there any questions, gentlemen? 

Senator Busu. Mr. Chairman, there is one thing at the top of page 
4 that I would like to ask about. You say; 

The domestic industry is capable of expanding and providing an emergency 
reserve to be available in an emergency, but it is prevented from doing so today 
because of an alltime high level of imports of foreign oil, encouraged in part by 
price controls, 


How do the price controls encourage that? 


Mr. Brown. The one place that we have experienced a shortage 
during the present emergency is in California. That shortage, accord- 
ing to the best studies that have been made, and according to the 
Petroleum Administration for Defense, was aggravated and largely 
stimulated in that they were unable to pay the proper price for oil 
resulting from exploratory efforts. Therefore, they did not make the 
expansion effort that would have been required to meet the demand. 
In other places that has had similar effects. They had to supplement 
their supply with imported oil, which is now taking a large part of the 
market. That import was encouraged because they could not get the 
domestic oil and had to get the import. 

Senator Busn. I did not realize that the price-control factor had 
been such an element in it. 

Mr. Brown. It has in California, specifically. After astudy that the 
Petroleum Administration made, there was recommended an Increase 
in the price. They recommended that to the control authority for 
that very reason. But they did not get it. 

The CuarrMaN. Are there other questions, gentlemen? Mr. Brown, 
on page 4, at the bottom of the page, you say, ‘‘ With this experience 
in mind, together with our belief that price controls are justified only 
under conditions of short supply where the defense effort is absorbing 
a large portion of the total supply of any given material, we recommend 
that any standby price-< ontrol a ithority be so limited.” 

You have made, I think, a very fair statement here in that you 
admit that there might be an emergency in which we might have to 
have price, wage, and rent controls. 

Mr. Brown. Yes 

The CuarrMAN. That is more than some do. 

Mr. Brown. That is my belief 

The Cuarrman. I thmk you are 100 percent right. That would 
certainly be true if the Government was requiring anywhere from 30 
to 50 percent of all the oil supplies in the United States? 

Mr. Brown. I think so. 

The CaarrMan. It would be pretty hard to believe that if you took 
30 to 50 percent of the oil supplies and gasoline in the country that 
you would have enough left for the civilian economy without some 
sort of rationing and price control? 

Mr. Brown. You immediately invite a competitive demand for a 
short supply. 
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The CuHarrMANn. However, you say you are opposed to a freeze on 
the part of the Presideut, and prefer to have the Congress handle it? 

Mr. Brown. Yes. 

The CHarrmMan, Yet, you have made a good case against what 
you call maladministration of the OPA and OPS laws in the past 

My position is, and I have stated it many times here, if this emer- 
gency does come upon us, and let us hope it does not, and we do have to 
have price, wage, and rent controls, unless we prepare for it now, we 
will have a repetition of the things that you objected to under OPS 
and OPA. You will go through the same situation again that you 
did before. 

That is my personal opinion. That is based upon experience and 
is no pet hobby of mine. If we can see the possibility of an emergency 
that warrants this sort of thing, having had experience in my lifetime 
and yours with World War II and the Korean war, in which this whole 
business was handled badly, primarily, in my opinion, due to the 
pressure by which it was put into effect and the fact that the wrong 
kind of people were writing the rules and regulations, would it not be 
better to have a 60- or 90-day freeze? Also, in the meantime, for your 
industry to come in and sit down and write rules and regulations under 
which you could live, under which it would be fair and equitable and 
promote not only the best interests of the oil industry but the best 
interests of all the people of the United States instead of waiting until 
the emergency is upon us and then rush around in every direction? 

I shall admit it seems that an OPA or OPS agency always draws 
into it the wrong kind of fellows. They want to control profits and 
want to control every conceivable thing. At least, that is my exper- 
ience with them. You will remember the fight we had with Mr, 
Johnson over setting prices based on profits. 

Do we want to go through that again or do we want to be long- 
sighted and farsighted and have the whole business set up with maybe 
some men we know who are going to run it, men who are practical, 
experienced people? I think that is the whole issue. I am not 
quarreling with you or quarreling with any group. I feel it is my 
responsibility to call it to your attention. 

Mr. Brown. I appreciate that. I am entirely sensitive to what 
you are trying to do. I think I am in accord, if I understand it. It 
is our position that vou are making the studies now. This is the sort 
of thing you are doing. You have a lot of records on the type of con- 
trols that would best serve the point you are after. 

It seems to me if you set up a group now, it is like giving a farmer a 
pistol and making him a constable. 

The CHartrMaNn. I would not set up a group, particularly. Let me 
start again. Practically all of the business witnesses have come in 
here and made a case against the operation of OPA and OPS, how 
unfair they were, how impractical and how it did not work, and so 
forth. You know all about that, and possibly I know even better 
than you, because I have sat bere and listened to the complaints from 
all groups in America, not only the oil industry, but the farmers, retail 
merchants, the furniture manufacturers. They were in to see me, 
some of them, practically, every day for a period of a number of vears. 

You have made a good case against the way it was handled, pri- 
marily, that practical men who knew their business had nothing to do 
with writing the rules and regulations and setting it up. 
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All I am trying to do, and maybe the legislation that has been intro- 
duced does not do it, maybe it does not have the right words in it, is 
to get people to agree on a principle, and that is, if we get into a big 
emergency we ought to freeze immediately and proceed from that 
point. 

We ought, also, I think, in the meantime, permit the industry itself 
to write rules and regulations and work out a plan under which they 
can work, so that if this thing happens again, which God forbid, and 
we have to use it, that you gentlemen would not be coming in 3 or 4 
years later and saying, “It just didn’t work because of rules and regu- 
lations and decisions and policies,’ as you did in your statement this 
morning, and as others have done in their statements. 

I feel very strongly that we ought to do that, particularly if we feel 
that we may have that emergency that we hope we will never have. 

Mr. Brown. Our thought there, Senator, being entirely sensitive 
to what vou are trying to accomplish, which I think is desirable, 1 
that at the time the emergency was declared the freeze could be 
imposed 

The CrarrMan. By the Congress? 

Mr. Brown. Yes. I do not think there would be any disruption 
as to time because you have to declare the emergency. At the same 
time you could authorize the freeze. 

I want to point out one thing in relation to your freeze. I have 
noticed there has been some talk of freezing our prices. I am afraid 
of it. I think your freeze should be on inventories. 

The Cuarrman. It possibly should be on both, at least for a short 
period of time. 

Mr. Brown. You could do it there. Then, with the experience 
that you have before you, and the books are full of it, you could very 
well, or you could even now, write a law that you think embodies your 
thinking. 

I do not think the law ought to be on the books because there is a 
temptation to use the thing you have. It is the same thing as carrying 
a pistol when you do not need it. 

The Cuarrman. Of course, it ought not to be for any longer than 
the duration of the Korean war. Senator Bush has introduced an 
amendment limiting it to 2 vears, or the end of the Korean war, 
whichever is shorter. It is limited to that particular period. It is 
not permanent legislation. 

I can just picture, I think I can, maybe I am wrong, that even 
under the present administration and the present Congress, if next 
October the great emergency would hit us, that you could call Con- 
gress into session to freeze it, as vou say, and passalaw. Then they 
start out to find a man to run it, start recruiting people to run it, 
start writing rules and regulations, I can just see a repetition of what 
you had at the beginning of the Korean war and World War II. 

Mr. Brown. Our experience was not so much with the quickness 
of bringing those fellows in, rather, it was the stubbornness to hold 
on after they got in. 

The Cuarrman. Of course, I agree with you 100 percent. My 
position is that in the past, when we had controls, we did not need 
them; and when we did not need them, they still kept them. 

I think we have tried to learn from experience, at least I have 
tried to all my life. I think if we act when we should, it would be 
much easier to get them off when they are not needed. 
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Mr. Brown. It occurs to us, Senator, that you could better write 
a control law with all the experience you have, which, of course, is 
voluminous, and then face with it the conditions that then exist. 

The CuarrMan. That is exactly what you do in a ceiling freeze or 
a freeze. The President does it immediately, and then Congress 
takes a look at it under existing conditions. 

Mr. Brown. That is right. 

The CHarrMan. But there is a certain amount of work that I 
think, personally, ought to be done up to that point. I think it 
ought to be done in 100 percent consultation with the industry group 
themselves. In fact, I think they ought to come in and say, “Well, 
now, if this thing does ever happen, that is the kind of a setup our 
industry could work best under,” and do it when you do not have 
pressure. 

Then you freeze at the beginning of the emergency and Congress 
comes into session and says “Well, the emergency looks like it may 
be short-lived. We will take a good look at the inventories, the 
production facilities of the country; we will ask the military what 
percentage of the national income they think they are going to need 
for the next 12 months. We will take a look at indirect controls.’ 
We will take a good look at it, and while we are taking a good look 
at it, the thing is not getting completely away from us by going up 
and up and up. 

Because if prices did start going up while we were looking, I think 
we might as well be realistic and admit to the people that the Congress 
and the administration had become very much alarmed, and you 
might well get some bad legislation. That is my position. As you 
well know, I voted against continuation of controls last July, 

Mr. Brown. I appreciate your statement. 

The CHArrRMAN. I am 100 percent against controls when they are 
not needed. Ido not want to go through what we did again after the 
Korean war. 

Mr. Brown. I think with the experience y you have and with the 
90-day freeze, or whatever freeze Congress thinks appropriate, maybe 
it is longer than that, according to the time it needs, I think the in- 
dustry could well be frozen if we get into a serious emergency until the 
Congress has time to look at a real program. Then your standards 
would be so realistic that whoever moves that would realize it. Our 
trouble has been that they paid no attention to it. 

The CuarrMan. You would have a 60- or 90-day freeze and have 
Congress come into session and decide what they want to do. Of 
course, in the meantime, without any legislation, the President of the 
United States, through the Department of Commerce and other 
agencies, could invite the business groups in America in to write 
certain rules and regulations, which I think ought to be done. I think 
you ought to take the rules and regulations in your industry, and all 
the mistakes that were made and all the merits of certain things, that 
it ought to be all bundled up and put in a book. 

On top of that book I think you ought to say that if it is ever needed 
again, here is what ought to be done. I think it ought to be laying 
there, just like we have a tank, gun, airplane, or truck, to be used. 

Mr. Brown. I would like that, except that I would not want some 
appointed fellow the one to determine that. That is my trouble. 
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The CuarrMaANn. That is why I think if we could get the coopera- 
tion of you gentlemen and get you sold on it, we might be able to 
get just what you want. 

Mr. Brown. I would be very happy to go along with that. We 
tried to indicate that. 

The Cuarrman. I know your statement is based upon the facts 
that you were dealing with. I think your statement is very fair. 

re there any other questions, gentlemen? 

Senator GoLpwaTeErR. You believe Congress should retain the right 
to impose controls? 

Mr. Brown. Yes. 

Senator GoLtpwaTerR. Is there any legislation being discussed this 
morning which will do what the chairman suggested would be done? 

Mr. Brown. I do not think either of those bills are necessary at 
this time. 

The CnHarrman. If there are no other questions, thank you very 
much, Mr. Brown. 

The next witness is Mr. C. B. Heinemann, president, the National 
Independent Meat Packers Association. Good morning, Mr. Heine- 
mann. We are glad to see you back again. 

Mr. Hernemann. For some reason, I am not wholly glad to have 
to come back 

The Cuarrman. We are not particularly bappy over it either, 
having to handle this situation. It happens it is the responsibility 
of this committee; one cannot get away from his responsibilities. 
So we have to consider it. 

Mr. Heinemann. I have no criticism whatever of your work in that 
respect. 

The CuarrMan. You have a statement, do you not, Mr. Heineman? 

Mr. HermnemMann. Yes. 

The CHarrMan. You may proceed in your own way. 


STATEMENT OF C. B. HEINEMANN, PRESIDENT, THE NATIONAL 
INDEPENDENT MEAT PACKERS ASSOCIATION 


Mr. Heinemann. My name is C. B. Heinemann, and I[ am president 
of the National Independent Meat Packers Association and secretary, 
Eastern Meat Packers Association 

One of the first things I think we ought to bear in mind is that, 
despite all of the controls we have had in this industry, the controlling 
agency has not increased the production of livestock 1 head or 1 
pound. I do not believe you are going to find any agency that will. 

I excuse from that those Government agencies who do contribute 
to the aid of the producer in helping finish off their animals in better 
shape. One of the worst things we had to contend with was something 
which the committee and the Congress sought to avoid by requiring 
OPS to confer with the industries before they made any radical changes. 
That is the very thing that they seemed to sit up nights to avoid. 
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was the price it was pegged at. It has cost the producers in this 
country at least $1.5 billion on that. 

They did the same on hides. 

The CaarrmMan. They did it on soybeans. 

Mr. Hernemann. Right. Did they call us in and say, “Let’s agree 
on what would be a fair price’? No; they called in one of the biggest 
shoe companies in the United States and said, “What will you give 
these fellows for the hides?’ That is the price we had to sell our hides 
at. 

They just flouted the Congress and the industry and set it as they 
chose. Ido not think that was a fair interpretation of a bill passed 
by the Congress. 

I want to give you an illustration which occurred during the control 
period to show you what can happen. I received from one of our 
associate members, in Indiana, by the way, and a perfectly fine, reli- 
able firm, a telephone call to the effect that they were virtually out of 
insulin. They could not buy pancreas under any condition because 
of the conditions imposed by the OPS on the packers, and the packers 
could not produce, hold, and deliver that insulin, with the result that 
the country was faced with a desperate shortage of insulin. They asked 
me if I could do anything to help. 

We had been camping on the OPS doorstep and begging them to 
release them, because we knew what they were doing and a lot of 
people in the country were facing nothing short of death. 

They could not do a thing for us, but I promised this gentleman 
that I would bring it to the attention of our members located in every 
State of the Union. That I did. I asked them to wire the Congress 
and the White House, if you please, and within 48 hours they found 
that the thing we had begged them to do and they wouldn’t do was 
perfectly feasible and pancreas began to flow and insulin began to 
take its proper place on the drug counter. I use those just to illus- 
trate my point. 

There has been mentioned a price freeze. I want to give you an 
illustration of what occurred during the effort of the OPS to place a 
freeze price or order out on these meat products. <A lot of the little 
packers did not have a great deal of ramifications of records on which 
to predicate a freeze price on the basis of experience. Others had 
the records. In some cases they had to look over 500,000 sales 
tickets to arrive at what would be a reasonable price. In other 
cases, certain of the packers who had nationwide distribution went 
over their records—they had the organization to do it—and they 
would select, and did select, the highest prevailing price, regardless 
of what that might be. That was turned in as their high price and 
the price at which their product should be pegged. 

I do not mean to say that they did anything dishonest there, be- 
cause I think the manner in which it was set up probably permitted 
them to do that. You can well imagine what it did to the little 
fellow. 

Not only the control agency, but other agencies, have dumped 
foreign meat in on us until they are about to ruin the meat market. 
They started at the Mexican border, as soon as they got the hoof- 
and-mouth disease controlled, dumping the meat on us. I will not 
speak about New Zealand. They brought in canned hams and paid 
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these people a premium on their hams, but they would not let the 
American sell his ham for that in this country. 

One of the last experiences I had was when I was questioned as to 
the desirability of teaching the inhabitants of Guatemala how to 
finish and produce hogs. I think we all know about how Guatemala 
stands as far as a country not too friendly to us is concerned. 

Another thing, they did have some good practical men over there at 
OPS, but invariably, when those boys came up with a recommendation, 
and they brought up some good ones, it would get up to the top echelon 
and there would be a gentleman from Harvard or Columbia that didn’t 
know which end a cow’s tail was on, and he would veto the thing and 
it would lie right there and never come out. Any number of them 
were over there when they were discontinucd as to prices. The ques- 
tion of mandatory grading is another phase of it. I will give you an 
example. We had numerous complaints. In making this reference, 
I do not want to make any remark that will reflect on Mr. Fred Beard, 
head of the Grading Section. He is one Government man I have im- 
plicit faith in. In one cooler in a Southwestern State, the beef grader, 
who was sent in there to grade his beef, went in and marked every 
carcass in his cooler as commercial beef. Well, it had choice. There 
was good beef in there. The fellow specialized in a certain amount 
of that. 

The grader immediately left town and he could not find him. But 
fortunately, and the only thing that saved the poor devil, was that 
day the beef prices were decontrolled and it went back to the beginning 
of the day’s business, so he could disregard the ruling and he came out 
a few dollars ahead; otherwise, he would have been sunk. 

Mr. Wilbur La Roe is general counsel for both organizations and his 
statement covers the legal phases and some practical problems which 
make controls objectionable. My objection is based on the experience 
which we have had with both OPS and OPA. 

I wish to make it clear that we join both livestock and agricultural 
groups, which also oppose any form of controls such as those to which 
they object. 

Also, I wish to point out that our whole agricultural economy, as 
well as our industrial and national economy depends upon the mainte- 
nance of an ample supply of livestock. Our own interest is admittedly 

a selfish one because our very existence would not long endure if we 
did not have available an adequate supply of meat animals. 

Let me make this point completely clear. No form of Government 
price control has ever increased our supply of livestock by a single 
head, therefore, we must oppose it as a dangerous economic experiment 
which could and would bankrupt our agricultural economy, if allowed 
to run for even a short period of time. 

It is one thing for Congress to pass legislation, but entirely a differ- 
ent problem to get some practical administration of the intent and 
purpose set forth in the legislation. Many rules and regulations 
were made in complete violation of the Defense Act 

The law directed the Administrators of OPS to confer with repre- 
sentatives from producer and processing groups. The law was ig- 
nored completely. They conferred with one of the largest shoe 
industries and set a price which they would pay for our hides, but not 
one representative was called in from the packing or producing groups. 

When they rolled back tallow and grease prices, they called in the 
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large soap producers and set the price, and again they ignored the 
packe r and producer. 

In making these two decisions behind closed doors, they completely 
demoralized the fats and oils market in the United States and also the 
hide market. They also made it impossible for the controls on meat 
to operate with any fairness to producers, processors, retailers or con- 
sumers. They have caused a loss of billions of dollars to producers 
of fats and oils since the rulings were made and the loss will continue 
in the future. 

We produce annually approximately 12 billion pounds of fats and 
oils, all of which are indirectly or directly competitive with each other. 
This group of fats and oils are selling at about one-half the average 
price during 1947-49, or about 15 cents per pound below the level they 
should sell for with present price and wage levels. Simple arithmetic 
would compute an annual loss to producers on these fats and oils 
amounting to $1.8 billion. 

But this is only part of the chaos which their flagrant violation of 
the act brought about. Price ceilings for meat products were based 
on a normal price for these items. No packer or retailer could operate 
and absorb the loss on the byproducts such as tallow, hides and lard 
in the packing and meat retailing part of our economy. It created a 
price squeeze, and that price squeeze has resulted in forcing back 
livestock prices paid by the producer. Low hog prices in December 
1951 and 1952 have resulted in cutting back hog production and the 
cutback will be felt by the consumer for several years. 

No one will benefit, not even the consumer. If the consumer wants 
cheap fats and oils, then he must make it up by a higher price for pork 
chops, steak and other cuts of meat. 

In addition, the low price for fats and oils which caused a loss to 
farmers in every section of the United States is, at the aaa time, 
raising havoe with the dairy industry because of the displacement of 
butter by cheap oleo made from cheap cottonseed oil, soybean oil, and 
other oils. 

Again, if the consumer wants cheap fats, then he must pay more 
for his milk or the dairy cow will go out of business. If the dairy 
herds are reduced, it will mean a reduction of beef products of which 
about 35 to 40 percent are the result of marketing of dairy cows, 
heifers, vealers, etc. 

It was an economic crime that had no justification and the economic 
repercussions will extend far into the future. The low prices for fats 
and oils can very easily lead the Nation into another depression as 
fats and oils pull other farm prices down with them. 

We had a limited experience under OPS of trying to freeze prices 
of meat by use of the historical record of prices submitted by each 
pac ker. 

The inflexibility of the plan resulted in prices which differed with 
each company, and yet made no provision for correcting unfair prices, 
although the public was led to believe this could and would be done. 

Before a freeze could be used without doing a grave injustice to the 
industry, you should work out a fair basis by cooperative conferences 
and then imposing the freeze upon the agreed ‘level. 

Time after time, practical men in OPS brought out proposals 
designed to remove or avoid unfair and inequitable prices, only to 
have the recommendations ignored or denied by some of the ‘‘experts”’ 
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from Harvard, Columbia, or elsewhere, who supposedly knew all 
about livestock production, meat production, and distribution to 
consumers 

We certainly oppose any price freeze. If there must be such a plan, 
we strongly urge that the Congress be given complete overall control. 

In considering ‘‘standby controls’ and ‘‘price freeze’? methods, we 
must bear in mind that the first thing to be considered is the matter 
of “‘emergencies’”’ preliminary to invoking these types of controls. 

[t is one thing to leave this to the President; but something else if 
it is to be left to some of those who “infested’’ OPS. Men of this 
type would not hesitate to do everything in their power to ‘“create’’ 
an emergency. Once “‘in,’’ they could be depended upon to strive 
constantly to perpetuate any and all ““emergencies,’’ and thus ‘‘freeze’’ 
themselves into a fine job 

Mr. La Roe is going to mention the waste of byproducts under price 
control of glands, but one case will illustrate this. 

During OPS, they prescribed such stringent rules on pancreas that 
packers could not afford to salvage them. In a few weeks, the supply 
of lifesaving insulin was virtually exhausted. One of the large houses 
making insulin appealed to us to get a release which would make these 
pancreas available for use. 

We had been appealing in vain to OPS to lift these restrictions in 
order to save lives. As was their custom, they refused. 

We wrote our entire membership throughout the country, calling 
their attention to the danger, and urging them to communicate 
immediately with their Representatives, Senators, and the President, 
urging the removal of these controls, 

The response was unbelievably good, and within 48 hours the 
restriction was killed by order of the higher echelon and pancreas were 
moving once more. This near tragedy would never have happened 
under noncontrol conditions. 

The law creating OPS directed them to confer with industry before 
making drastic changes. Did it work? 

Definitely not. They conferred with representatives of one of the 
largest shoe firms and set a price which they would pay for our hides, 
but not one representative was called in from the processor or the 
producers. 

Another evil which OPS did not correct, but seemed to encourage, 
was the increase in importation of foreign meat products. For example: 

They opened up the Mexican border to permit importation of 
Mexican beef suitable for sausage making—if we did not mind the 
danzer of hoof-and-mouth disease. 

They cooperated with other departments to bring in millions of 
pounds of New Zealand beef in spite of the fact that we had an abun- 
lant supply of beef of our own. 

They have also imported millions of pounds of such items as canned 
hams, many from countries behind the Lron Curtain, such as Poland. 
\Moreover, they set premium prices for the hams while denying Amer- 
can ham canners anything near the prices given the imported hams. 

The Government has spent millions in teaching the people of 
Guatemala how to produce and finish hogs, which help replace meat 
which we could supply. We know full well how Guatemala’s name 


has been associated with a certain country not friendly to us. 
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Another violation of the intent and purpose of the act was to make 
the ruling that industry was entitled to only 85 percent of a normal 
profit, even though the act clearly stated that industry was to have 
normal operating margins. ‘This also created a price squeeze and a 
further pressure for lower raw-material prices. ‘Today, the 22 lead- 
ing raw materials, according to the Bureau of Labor Index, are 
approximately 89.5 percent of the average price in 1947-49, 

This comparatively low raw-material price is an additional warn- 
ing that instead of worrying about inflation, we might well be spending 
our time in preventing the gathering storm of depression. 

I sympathize with the members of this committee, because I am 
sure it was not your intent to have the act used to lay the foundation 
for destroying our farm income and other incomes in the United 
otates. 

In my opinion, our experience with the OPS and OPA should 
convinee us that we must make further studies before submitting to 
controls which, in the past, have created so many dislocations in 
our economy, 

| feel that this committee, or some other committee of Congress, 
should make a study of our economy to get the real facts. 1 know 
than many have testified before your committee that inflation can 
be stopped by indirect controls and production. In my opinion, this 
is a very de batable subject. It might be well for me to give you my 
experience as head of NIMPA. 

When war broke out in Korea, the American Meat Institute, the 
United States Department. of Agriculture, the Farm Bureau, the 
representatives of the big packers, and the livestock producers, all 
stated that there would be an ample supply of meat and that there 
was no need for controls. We decided to find out and we had 
study made of the situation. 

It was pointed out in the study which was made for NIMPA, that 
the national income would increase about $40 billion and that there 
would be fewer pounds of meat per capita in 1951 than in 1950. The 
individual making the study for us gave a very simple reason. He 
pointed out that the farmer, in order to produce more meat, would 
have to hold back breeding stock to increase his foundation herds, 

Let us take a look at the record: According to the Department of 
Agriculture, per capita consumption of meat in 1950 was 143.5 pounds 
and in 1951 it was 137.6 pounds. The national income increased from 
$239 billion in 1950 to $277 billion in 1951. In 1952 our meat con- 
sumption was 140 pounds. 


Our national income increased to $291 billion in 1952. The point 
I wish to make is that the idea of increasing produc tion by amine 
a switch in Washington is a complete fallacy. ‘This is true in all lines 


of production. 

My reasons for being against controls on livestock products is the 
very nature of the industry and its tremendous sc ope. Livestock 
products are produced in all areas of the United States in all kinds of 
grades, both as to quality and finish. 

The livestock industry processes the grass and hay from approxi- 
mately 75 percent of all the acres of farmland in the United States. 
The production from these acres would be lost entirely without live- 
stock. The livestock industry is by far the largest of any industry. 
Destruction of our livestock industry means the destruction of our 
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farm income and, in turn, our national income. I don’t want to take 
the risk of damage that just a few administrative rulings like I have 
mentioned have brought about. Mistakes like these, instead of pro- 
tecting the American people, cost them billions of dollars. 

In my opinion, if we really wish to avoid inflation, we must pre- 
pare before the emergency arrives. The livestock industry, in addi- 
tion to using the grass and hay grown on 75 percent of our farm 
acres, is the processing plant for 85 percent of our feed grains. The 
importance of ample feed grains can be illustrated by our meat 
supply. 

In 1947 the American people consumed 154.3 pounds of meat 
per capita. During the year 1947, we made heavy commitments of 
grains to Europe, while at the same time Mother Nature cut back our 
corn production 500 million bushels. What was the result? Ex- 
tremely high prices for corn and wheat and other feed grains, and a 
cutback in livestock from which we had not recovered in 1950. For 
example, our meat production in 1947 was 22,338,000,000 pounds, 
as compared to 26,600,000,000 pounds in 1952. 

As a representative of the packing industry, I want the farmer to 
be prosperous, especially in the production of livestock. Oyr industry 
operates on a very small percentage of profit, and depends primarily 
on volume. To me, the livestock as it leaves the farm is the agri- 
cultural industry’s finished product. and the raw material for the 
packing industry. 

Let me stress, please, that controls are prone to divert meat animals 
away from the law-abiding operators to those who prefer to circum- 
vent the law and conduct their operations by devious methods which 
enable them to buy the live animals away from legitimate operators, 
and then sell their meats at prices higher than those prescribed by 
control agencies. In a business where the profit margin is as small 
as in the case of meat, a packer could hardly be blamed for opposing 
a condition which threatens to perpetuate this condition. 

The Government control agency has been heard to admit that 
they cannot control prices on livestock and meat. Here are a few 
examples: 

On April 10, 1945, the Chief of OPA’s Enforcement Division 
said to the Senate Committee on Agriculture: 

We have requested the assistance of the FBI at various points, in fact, directly 
in connection with the blackmarket in meat. They refused to take any cases 
because they already had more work than they could do with their present avail- 
able manpower. We would be glad to have the FBI work with us, but they do 
not have the staff to do it; neither do we. 

Arval Erickson, head of the Meat, Fats, and Oils Branch of OPA, 
told the Senate Committee on Agriculture, on April 1, 1946, the 
following: 

However, because so many people have gone into business, it becomes very 
difficult for the OPA’s limited enforcement staff to follow the cattle to each one 


of these new purchasers and determine whether or not they are in compliance 
with our regulations. 


The Joint Meat Industry Advisory Committee said: 


The commercial meat establishments which conducted the meat business prior 
to OPA had had their business largely taken away by more than 26,000 new 
slaughterers, many of whom are in the blackmarket. 
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Livestock production is extremely essential to agriculture for it 
processes more tonnage of raw material such as grass, hay, corn, and 
miscellaneous types of feed, than is processed of other types of raw 
material by all our packers. This should prove how essential it is to 
maintain this outlet. 

I have given one example of the mandatory grading requirement. 
In another case, during OPA, a chainstore would buy a car of ungraded 
and unrolled beef, and then hire a retired grader to grade it. It was 
generally known that the chainstore could have it rolled as he desired 
by paying the grader a gratuity. 

The average housewife will demand and get rolled choice, and at a 
premium under OPS prices. However, it was quite often a case where 
she was “keeping up with the Joneses.”’ 

In an experimental test a group of women were asked to choose the 
pieces or cuts of unrolled beef. Every one of them said they wanted 
choice, but the pieces they picked up were, in each case, cuts from 
commercial grades of beef. 

It may be of interest to read the following letter from a Pennsylvania 
packer to his local packer. We have deleted his identity: 


Epiror: The price of meat is always a matter of interest, particularly to house- 
wives, as it is the largest single item of the food budget. 

I was going through my files this morning, disposing of now defunct ceiling 
price regulations, and came across the regulation imposing ceiling prices on beef. 

The prices we were permitted to charge on September 19, 1951, for choice 
beef was $58.45, and good beef $56.45 per hundredweight. 

Today we are offering choice beef for $44 and good beef for $389 per hundred- 
weight. This is approximately a reduction in price of 25 percent for choice, and 
30 percent for good beef. 

When prices are reduced, somebody gets hurt, and in this case it is the cattle- 
feeder. ‘To the credit of many organizations representing the farmers, the opinion 
has been voiced that they want no part of Government handouts. Just leave us 
alone, they say, and we’ll work out of it ourselves. 

There are those who will try to make political capital out of falling cattle prices, 
We must beware, as they do not represent the majority. 

Prices of cattle had to fall as the cattle and calf population increased from 
77,171,000 in 1948 to 93,696,000 on January 1, 1953. 

The prices of beef at retail have not fallen in proportion to the reduction of 
cattle prices. There is always a lag. This is also true when cattle prices rise. 
The expenses of the retailer have increased considerably during the past year, so 
that he hasa problem. However, prices will ultimately fairly reflect the reduction 
of cattle prices. 

The housewife should feel happy, but the chances are she is not fully aware of 
what has happened. 

Very truly yours. 


These uninformed critics who argue for price control of meat on the 
grounds that consumers cannot afford to buy it, should study these 
two tables: 

Quantity of meat purchased with 1 hour of labor 


{Figures were supplied to Secretary Brannan by the Bureau of Labor Statistics] 


| 
| 


| a | 
Round | acon | Year 


Round | 


Year steak | steak Bacon 

Pound | Pound Pound Pound 
1914_. 4 0.9 | 0.8 1939 1.8 2.0 
1919... 1,2 | 4 1949 1.6 2.1 
1929 _ 1.2 | 1.3 February 1951 1.5 2.3 
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Pounds of meat that 1 hour of factory labor w'll buy 


[Figures furnished by Department of Agriculture] 


Retail price Average 
Year round steak— factory 
51 cities wage 


Per pound 


$0. 46 $0. 566 

g5 1.40 

1951 (February 1.00 1. 56 
Percent r Fet I ) 1929 117 175 


As evidence of the benefits flowing to our national economy from a 
healthy food industry we insert the following table: 


Percentage of national income spent for food in the United States 
f - i - . 





} 
| | Percent of 
Cue Foed ex- National | national 
aoe penditures income income for 
food 
Billions | 
19 $87.4 | 22. 5 
l 75.0 24.0 
58.9 | 25.0 
41.7 27.3 
39. f 27.4 
1024 25.2 
1935 24.1 
1936 23.6 
1937 22.3 
19. » 93.9 
l 21.8 
l 20. 9 
l 19. 4 
1942 18. 4 
194 : 17.2 
1944 31, 879 17.4 
45 229 ” 19.2 
194¢ 4 § 3 23.1 
4 47 8.7 24.0 
l 51, 22 23.0 
ly 674 216.7 23.0 
19 §2, 838 239.0 99.1 
1951 58, 880 276.0 21.3 
1 pend lu baeeo and alcoholic be i 
} ur res f 
Ss ce: Data from Survey of Current Business, U. S, Department of Commerce, July national income 
I 
Ser ble 


Note that the percentage of national income for food remains quite constant. 
This proves that the real cost of living cannot be reduced on a national basis 
through the medium of lower farm prices. The real cost of living can be reduced 
only through an increase in per-man output. This is also true of the overall 
standard of living (1942-45 period of food subsidies under OPA). 

The American people must. make up their minds as to whether they 
want $2.50 wheat and 90 cents per pound round steak, thus creating 
a national income of $280 billion, or whether they want $1.25 wheat 
and 45 cents per pound round steak and a reduction of 50 percent in 
their income. They cannot have their cake and eat it at the same 
time. Cheap food means a cheap income and a cheap nation. 

Therefore, I feel that our best preventive for inflation is a stockpile 
of feed grains at all times, to maintain a highly productive livestock 
industry with reserve feeds for quick expansion. 
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In like manner, we need a stockpile of raw materials for other in- 
dustries. In the case of metals, Congress in 1946 passed an act pro- 
viding for a stockpile of strategic materials. If this act had been ad- 
ministered properly, we would have had a stockpile of strategic ma- 
terials. This stockpile would have done more to prevent inflation 
than all the price controls that Congress can pass. 

The very existence of such a stockpile would have created an entirely 
different psychology in our economy We had the industrial machin- 
ery to expand rapidly, but lacked the raw materials. The frenzied 
buying by the Government led the parade 

in my opinion, the real cure for inflation is a pay-as-you-go policy 
by the Government and I think the members of this committee realize 
that it takes courage to utilize this method. 

In case of an emergency, | would object to price controls on live- 
stock because | feel that the job cannot be done 

In preparing for any emergency, ‘t might be possible for the com- 
mittee to endeavor to work out a system whereby some sort of excise 
tax could be assessed on each pound of meat sold above a fair price 
which could be agreed upon by the Government after conferring with 
the producers. ‘The tax would be any amount in excess of what was 
agreed would be a fair price. This would protect the producer; not 
‘nterfere with the operations of the packers, and protect the consumers’ 
right to have meat for his diet. ‘This would definitely discourage 
the black marketeers, but not disturb nor penalize the legitimate 
operators. 

The consumer might raise a little fuss about the tax, but there is no 
reason why he should do so any more than to raise a fuss about excise 
taxes and other luxury axes. With a stockpile of food and feed 
crains, the consumer is protected against hunger. In this connection 
| would like to point out that a pound of wheat flour has a little over 
1,600 calories of food content and a pound of rare meat produced with 
seven pounds of grain has 1.275. In other words, there is no need for 
the consumer to go hungry because of a lack of meat at cheap price 
levels. 

If the committee will take a look at the record under OPA, you will 
find that the consumer in 1944 could not have been suffering with a 
per capita consumption of meat at 153.5 pounds as compared to an 
average of a little over 126 pounds from 1935 to 1939. 

The final point I wish to make is that WSB did not stabilize wages 
and with wages and salaries making up about 65 percent of the national 
income, the OPS never had a chance either to prevent inflation or 
carrv out the purpose of the Defense Act as intended by the committee. 

The OPS did hold down prices, but if balance is to be restored to 
the same level that normally exists between wages, operating margins, 
and raw-material prices, there must be a cutback im payrolls or an 
increase in commodity prices. 

In closing, I wish to point, out that there is no need for controls at 
the present time except possibly a few ‘solated cases of raw materials 
which could be efficiently handled by the Munitions Board or some 
other agency. I have no objections to allocations of these items for 
the military needs if Congress decides that such a need exists. 

I would not be greatly disturbed by a 90-day price freeze if I knew 
that Congress had a workable program with which to follow through. 








408 STANDBY ECONOMIC CONTROLS 


As I have stated, the best cure is prevention. A stockpile of all 
nonperishable raw materials is the best investment we can make to 
guard against inflation and to assure our future prosperity and eco- 
nomic growth. If we used the same attitude toward basic raw mate- 
rials that we do toward gold, none of which is ever used as a food, or 
war materials, we would have such a stockpile. 

As we have stressed in this statement, we constantly strive for: 
a) An adequate supply of suitable meat animals; (6) an adequate 
supply of feedstuffs for all such animals; and (c) fair and profitable 
prices for the producers. 

Perhaps this topic does not properly belong to a statement on con- 
trols, but it seems quite appropriate to present our views on this, as 
it may be a good method to avoid controls. 

Finally, unless Congress is ready to meet the emergency with tax 
levies which will balance the budget, I don’t believe that a control 
bill can be written to stop inflation. A price-control bill without a 
balanced budget will merely subsidize the consumer at a time when 
he has the funds to buy the goods available for his needs and to pay 
the tax to balance the budget. 

I will be glad to try to answer any questions you may have. 

Senator Ropertson. The witness has recommended a stockpiling 
of feedstuffs to feed our cattle. Who should pay for that stockpile? 

Mr. HernemMany. I think if it is made available to the feeder, he can 
and will pay for it, sir. 1 do not think they are looking for charity. 

Senator Roprertrson. The feeders are not going to stockpile. Who 
is going to put it in the stockpile, and then when you put it in there, 
who will pay for it? 

Mr. Hernemann. The manner of creating the stockpile is what 
you mean? 

Senator Roserrson. That is right. 

Mr. Hernemann. I have no choice as to that. I think it could be 
worked out. 

Senator Rosertrson. What about the Commodity Credit Corpor- 
ation under the price support program? 

Mr. Hetnemann. I think it could be stockpiled either under the 
guidance of a suitable agency 

Senator Ropertson. “Suitable.’”’ Is the Commodity Credit Cor- 
poration unsuitable? 

Mr. Hernemann. I do not so classify them. 

Senator Ropertson. They are the ones stockpiling now, are they 
not? 

Mr. Hernemann. Yes. I might criticize them in some respects, 
but I am not here for that. 

Senator Roprertson. We have $1.5 billion stockpiled already. 

Mr. HerneMANN. We do not want to add much to that. 

Senator Ropertson. They have made the price of corn so attractive 
that it is better to sell it to the Government than raise pigs. 

Mr. Hervemann. I think you are right there. I do not want it 
that way. 

Senator Ropertson. Before we leave the major theme of this 
witness, I just want to call his attention to this fact: (1) Every member 
of this committee prefers free enterprise to a regimented economy; 
(2) we know that controls are just stopgaps against inflation, because 
the price inflation occurs when your supply of money greatly exceeds 
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the supply of goods and services; (3) we know that except in a period 
of all-out war, when people have a patriotic urge and are willing to 
sacrifice, any type of control law is very difficult to enforce. 

Mr. Hernemann. That is right. 

Senator Ronertrson. And representatives of industry and dis- 
tributors have been unanimous in these hearings in recommending the 
dropping of every kind of control legislation, any kind of standby, 
even freeze; they do not approve. But here are some of the hard 
facts of life that face our committee when we consider your recom- 
mendations. 

The chairman put on the record yesterday the history of OPA in 
World War II. In 1940 we had the first peacetime draft and large- 
scale maneuvers that fall in Louisiana. In 1941 we were appropriating 
about $10 billion for defense to build up our Military Establishment 
and aid our allies who were already in World War Il. We were 
moving into a war of economy. A control bill was introduced in 
August of 1941. It became law in 1942, and it went into effect in 
April of 1942. 

We find—there is nothing comparable as to what occurred during 
World War II or the spending in which we are now engaged—from 
January of 1941 to February 1942, the index of prices rose 12 percent, 
and from August, when the bill was first introduced, until February, 
they rose 6 percent. If you apply those percentages to consumer pur- 
chases now of $220 billion, 6 percent would be an increase in the cost 
of living of about $13 billion, and 12 percent twice that amount. 

Then we come to the Korean War. It started in June of 1950. 
Soon after it began, Congress started on a bill. It was not enacted 
until August, as I recall, Mr. Chairman. 

The CuHarrMAN. September. 

Senator Ropertson. And was not put into effect until the following 
January because the President did not think it was wise to act on it 
at that time, although a good many of us urged him to. 

We had reasons for urging him and he had reasons for not acting, 
We will not discuss that. But, in the meantime, from the time we 
started that legislation, until it became effective, prices rose 6 percent. 

Then we look back upon the subsequent period from the spring of 
1946, when they became effective, until we dropped them, and prices 
rose between 2 and 3 percent in a period of about 2 years. It was not 
1946; it was 1951 to 1953. 

Let us see what happened in World War II, when we were spending 
approximately a billion dollars a week for defense. That is what we 
are spending now, but that was unprecedented up to that time. 
OPA put on a tight control. Labor cooperated under the voluntary 
controls. They said, “No strikes during the war period.” And 
there were not any, except by John L. Lewis. He decided he was 
not bound by that. The others did a mighty good job. You cannot 
control prices unless you control labor. But during that 4-year period, 
when we were devoting about 40 percent of our national production 
to the war effort, ond spending an unprecedented amount on the 
military, a billion dollars a week, prices remained virtually stable for 
4 years. 

Then in July of 1946 the people had gotten tired of controls. 
Congress had gotten plenty of complaints and decided to do some- 
thing about it. So we passed a law in July to modify the controls. 
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In the meantime, black-market operations had gotten so widespread 
that in your industry, for instance, you could not do a thing to keep 
the cattle from going into the black market. People were paying way 
above legitimate Government prices, but you still were not getting 
the meat. It was a very intolerable situation, and I, among others, 
appealed to the President to drop those cattle controls, and he did in 
October. 

That helped all of us who were running that job. But on November 
9, the President just threw up his hands and dropped them all. 
Then what happened? Now we were bringing the boys home. Every 
mail you would get would have a bushel of letters saying, ‘I want 
my boy home.” We had millions of people in the service and 
brought them home. We demobilized the biggest Army and put in 
mothballs the biggest Navy the world ever saw. We cut expenditures 
to the bone. We reduced taxes, and did a lot of things, saying, ‘“Now 
we have peace. Now we can sit back and let the laws of supply and 
demand operate. Let’s have a free economy.”’ 

In the next 2 years, in that free economy, do you know how much 
much the price index advanced? 

Mr. HEINEMANN. It is in my statement. 

Senator Ropertson. If it is not in there at 19.4, you do not have 
it right. 

Mr. Heinemann. It is right. 

Senator Ropertson. It is approximately 25 percent. Prices ad- 
vanced. The war was over, the big spending was over, and prices 
advanced approximately 25 percent. 

They are the hard facts of life that we have to look at from the 
consumers’ standpoint, because we know the importance of the 
processor. We esteeni our merchant friends, but no merchant can 
stay in business unless he has an average of over 400 customers 
Those are the figures that the consumer tells us about. But still you 
want us, sitting here, with the record before us to assume all the 
responsibility. 

If something would happen, it could be like Stonewall Jackson’s old 
servant used to say, that Jackson always prayed before he went to bed 
at night. He always prayed when he got up in the morning. “But,” 
he said, “if the general got up in the middle of the night and prayed, I 
knowed that hell was going to break loose the next day.’’ We do not 
know when it is going to break loose. 

The idea of this freeze business is that we will not be sitting there 
holding the bag if it does break loose. Is that an unfair thing? 

Mr. Heinemann. You are a better judge of your position. I want 
to comment on some of the points you made. They were good points. 
In bringing our boys home after World War II, and after the prices 
were decontrolled, you had this situation: There were hundreds of 
thousands of boys, if not millions, who went over to Europe who never 
knew the joy of eating good red meat until they got in the Army and 
were served it. 

Senator Rospertson. Is it true, now, that the Government does not 
buy anything but choice? 

Mr. HerneMann. No. 

Senator Ropertson. That is not a Quartermaster regulation? 

Mr. Hernemann. I do not know what his regulations are, but I 
know what they are selling them, and it is not all choice meat. 
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Those boys came back and, God bless them, they wanted good 
meat and they got it. 1 would be the last one, and so would you, to 
deny them that joy and pleasure. I hope to heaven they always 
keep on eating it. But there was a certain limited supply beyond 
which we could not go. 

If the man does not produce the animals, we cannot produce the 
meat. If you will go back to the figures 1 have submitted in my 
statement, you will find that the intake for meat, for example, which 
is a very important item in your diet, is virtually uniform right 
through the years. It will run approximately 5.7 percent of his food 
bill. Then you go to the packers’ profit, and you will find that our 
profit averaged less than a penny a pound. 

Here is what OPS did to you as a consumer. They took the tallow, 
and they took the hides, out of which we were able to process this 
meat at virtually no margin at all and sell it at virtually its cost, they 
took that away from us, and we had no choice but to up our prices or 
prices or die commercially. We did not like that any better than 
you did. 

Senator Ropsertrson. Did you hear about the cooperative in 
Rockingham Valley 

Mr. HerneMann. They are members of our association. 

Senator Ronerrson. They are a group of farmers. Nobody gets 
any big pay. They buy tight on the local market. They lost $34,000 
last year. 

Mr. HerneMann. I know it. 

The CuarrMan. Are there any other questions? 

Senator Bennett. I would like, for the record, to make two obser- 
vations. I have enjoyed very much listening to Senator Robertson’s 
analysis of what happened. Senator Robertson told us part of the 
story, but he did not tell us that during 1940 and 1941 the Federal 
Government was monetizing the debt. Instead of using indirect 
controls to control prices, they were reversing the process and using 
their power to build up inflation as fast as possible. 

Also, after the end, of World War II, it is perfectly true that price 
controls were taken off and prices began to rise, but it is equally true 
that by the personal decision of the President of the United States 
we had an 18%-percent-per-hour wage increase set as the pattern for 
all industry, which was the first of a series of annual wage increases 
which, as you know, represent a very, very vital force which forces 
prices up. 

We have discussed this question of the relation between direct and 
indirect controls during these previous hearings. I am convinced 
that price controls cannot possibly hold down prices so long as the 
full efforts of the Government are operating in the other direction 
through such processes as monetizing the debt. We have talked a 
lot about what happened after Korea. We can remember that the 
Federal policy, until about a year ago, tied the hands of the Federal 
Reserve Board, required them to absorb all offerings of Federal 
bonds at par, and thus, also, forbade them to use their constitutional 
power to act against inflation. 

I just wanted to put that in the record to round out the history 
that has been presented. 

Senator Rosertson. Put this postscript in: We have a fine 
President, and he is also imbued with the American idea of free, 
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competitive enterprise and has surrounded himself with the best 
business brains. If things that portend to disrupt the economy 
arise, I am sure he will use all those indirect controls that my dis- 
tinguished colleague has mentioned, and then if he finds it does not 
do the job, I want him to have a little more power. 

Senator Leuman. I want to comment on Senator Bennett’s state- 
ment. It is true wages went up after World War II. But I am by 
no means certain that the wages did not go up because of the tremen- 
dous increase in the price that the wage earner had to pay. 

In the first place, I think it certainly had a great deal to do with it, 
and in the second place, doing away with wage controls right now 
gives no assurance that you are not going to see an increase in wages, 
too, which would lead to inflation. 

What seems to me so clear here is that the proposal made by the 
chairman is not to put into effect now these proposed wage controls 
or freeze. I certainly support him very strongly in what he proposes, 
that these things be set up to be used as insurance, to be used only 
in the case of an emergency. We do not know what is going to 
happen. We have not the slightest idea, whether our defense needs 
are going to take 20 percent of our production, 25, 35, or 50 percent. 
We have no idea whether wages are going to increase. We have no 
idea whether there will be panic buying again. 

It seems to me it would be a despe ‘rately shortsighted procedure 
to not at least have the insurance of a standby, if it is necessary, not 
to have also the insurance of a price freeze, if necessary. It would 
only be invoked in case of an emergency, which would demonstrate 
the need of it. 

The CxHarrmMan. Are there any further questions, gentlemen? 
Thank you very much, Mr. Heinemann. We appreciate your 
testimony. 

Our next witness is Mr. Wilbur La Roe, Jr., general counsel for the 
National Independent Meat Packers Association. Mr. La Roe, you 
have a prepared statement. Do you care to submit it for the record, 
or do you desire to read it? 


STATEMENT OF WILBUR LA ROE, JR., GENERAL COUNSEL, NA- 
TIONAL INDEPENDENT MEAT PACKERS ASSOCIATION AND 
EASTERN MEAT PACKERS ASSOCIATION 


Mr. La Ror. I worked pretty hard boiling this down, and I think 
it will be better if I go right through it. 

Mr. Chairman and members of the committee, if the committee 
please, my statement is limited to meat and meat products. 

We are unalterably opposed to price control on meat, standby or 
otherwise. 

Experience has abundantly proved that price control on meat does 
more harm than good. 

The people need more meat, and producers of live animals need en- 
couragement, not discouragement. 

Right now we are faced with a period of pork shortage, due to the 
farmers’ discouragement. Cattle raisers are in a bad mood. 

It is not subsidies that the farmers need, but less interference by 
Government. What we all need in this industry is more green lights 
and less red lights, so that meat can reach the consumer. 
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Big volume needed. Our profit is so small, less than 1 cent a 
pound, that we must have volume in order to live. The consumers 
need volume. 

I wish to underscore very heavily the point that this Nation needs 
an abundant supply of meat for an expanding population. Right 
now there is every indication, according to the Department of Agri- 
culture, that we shall run into a shortage of pork in the latter part 
of 1953. 

Price control operates as a wet blanket to discourage production. 
In the last report issued by the Bureau of Agricultural Economics of 
the United States Department of Agriculture, released on January 
12, the following statement appears: 

Prices for beef cattle, calves, hogs, and lambs were at the lowest levels since 
before the Korean outbreak. 

On the same page appears the following: 

The decline in meat animal prices since last spring is resulting in a sharp reduc- 
tion in hog production, Farmers indicated on December | that they intended to 
have 13 percent fewer sows farrow in the spring of 1953 than last spring. With 
the 1952 fall pig drop 11 percent smaller than a year earlier, pork production in 
1953 may drop 12 to 15 percent below both 1951 and 1952. 

I must mention a factor in the present hog situation, namely, 
vesicular exanthema, which has proved to be very serious, although 
not dangerous to humans. ‘This very contagious disease has broken 
out in many sections of the country all the way from the Atlantic to 
the Pacific. Both the Government and the industry are badly 
worried about it and every week finds some new region embargoed. 
May I say that it is so bad that one of our members has lost $22,000 
from it. This disease will run through a herd of swine as influenza 
runs through a family. The situation is doubly precarious because 
even an expert cannot distinguish between this disease and the 
dangerous hoof-and-mouth disease without a laboratory test. I 
believe that this is one reason for the threatened serious reduction in 
pork supplies for the balance of this year. No answer to this problem 
has yet been found, and the situation plainly does not call for any 
further discouragement of any kind. 

The number of hogs and pigs on farms as of January 1 was down 
very badly. The peak of 83 million hogs was reached in the year 
1944. On January 1 of this year it was 54,600,000, a decline of more 
than 34 percent. This is very serious when you consider our con- 
stantly growing population. 

Right now the supply of beef is good, but it cannot possibly stay 
good very long with the cattle-raising industry i in its present mood, 
which is bad. Farmers and ranchmen do not raise cattle under condi- 
tions of extreme discouragement. As a matter of fact, the USDA has 
already admitted error in cattle estimates. ‘This reputed increase in 
production has had a serious bearish effect on cattle prices. Add to 
this the unjustified dumping of New Zealand beef and the planned 
dumping of Canadian cattle and beef, effective March 1, and we see 
nothing but a continuing headache for those producers who desire to 
produce and finish their usual volume. 

lt may be thought that meat packers favor low cattle prices. This 
is absolutely wrong. What the meatpacking industry needs more than 
anything else is volume. As I have said, the margin of profit from 
slaughter ‘ring is so very small that the packers cannot make money 
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unless there is big volume. It is to our interest to encourage the pro- 
duction of cattle and hogs, and this cannot be accomplished under con- 
ditions of discouragement. The producers are discouraged enough 
now, both the producers of pork and the producers of cattle, to cause 
us much concern without having standby price control hanging over 
the industry like a sword of Damocles. 

The decline in cattle prices has not been a slight decline, but heavy 
enough to discourage everyone concerned, including the farmers and 
ranchmen. Live cattle prices have declined as much as 30 percent in 
a single year and wholesale beef prices have declined as much as 
34 percent. 

Tragic decline in byproduct prices: But even worse has been the 
decline m the price of our byproducts. The decline in the value of 
hides, lard, and tallow has been nothing less than tragic. This hits 
our industry very hard and it hits the farmers and other producers at a 
time when they need help. The decline in tallow has been from 12 
cents to 4 cents. The decline in edible fat has been from 36 cents to 
11 cents. Hides have gone down from $1.91 to 84 cents. 

Detergents have made heavy inroads in the soap industry, which is 
one of our best outlets, displacing some of our byproducts. I do not 
exaggerate when I say that the point has been reached where our 
industry faces an acute problem as to how to dispose of its tallow, 
lard, and grease. 

Senator Busu. What causes the low prices? 

Mr. La Roe. The fact, just taking this paragraph here, that the 
detergents have so displaced our tallow and grease, inedible grease, 
and so on, in the soap industry that the supply is greatly in excess of 
the demand. 5 

Senator Busux. It is the introduction of the detergents which has 
affected the prices? I do not see what that has to do with price 
control. 

Mr. La Roe. In just a moment I will come to the proposition of 
double rollbacks, which is our main point on that. 

Senator Busy. At the bottom of page 3 you say, “The decline in 
cattle prices has not been a slight decline, but heavy enough to dis- 
courage everyone concerned.” and so forth. I wondered if price con- 
trol had been the cause of price decline. 

Mr. La Ros. I would not say the major cause but a contributing 
fs.ctor, because it is discouraging to the producer. 

Senator Busu. If it was discouraging to the producer, you would 
produce less and the price would go up. That would be inflationary. 
What I am trying to find out is why you think price controls are the 
evil at the bottom of this price rise. 

Mr. La Roe. I am going to try to bring this out in the remainder of 
my statement, that no price control has ever been found, Senator 
Bush, that will really work on meat. 

Senator Bus. I am inclined to agree with that. I am trying to 
find out what the argument is here. I do not see that you make your 
case at the 

Mr. La Rog. Let me make it clear this way. 

Senator Busx. Controls are usually inflationary. 

Mr. La Ror. Let us suppose that what we get for our lard and our 
tallow and our inedible grease is a very important factor in the price 
of meat, because if you cannot get money there we have to get it out 
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of the meat. Let us suppose that temporarily economic conditions 
let us take facts—let us suppose the price of a given one of these com- 
modities is 16 cents. Then temporarily the depression comes along 
and knocks it down to 8 cents. Then OPS says, “We are going to 
knock down your price further.”’ Their maximum price is 16 cents 
and they knock it down to 8 cents, Those double rollbacks are dis- 
couraging to the whole industry. After they fix a fair price they 
ought to stand by it, and if economic conditions force it down further 
they ought not to penalize us by doing that. Don’t you see the dis- 
couragement in that? 

Senator Busu. I hear what you say now. 

Mr. La Ror. I will try to round it out for you. 

Senator Busu. I do not think you make your case clear. 

Mr. La Ror. Now and then one hears it said that high meat prices 
are due to monopoly. There is not and cannot be monopoly in the 
meat business. The big packers are in bitter competition with each 
other and with our several hundred members. The competition m 
our industry is terrific. Right here in Washington, D. C., we have 
the competition of Swift, Armour, Wilson, Rath, Hormel, Tobin, 
Esskay, Briggs, Gwaltney, ¢ ‘udahy, ShenValley, A. F. Goetze, Morrell, 
Dubuque, Frederick County Products, Felin, Burk, Kingan, and 
others. 

Is it not obvious that there is no possibility of monopoly under 
such circumstances? Give us volume, and competition will take care 
of the prices, as it is doing today. | have before me an advertisement 
from the February 27 issue of the Washington Post quoting the 
following prices: Chuck roast, 39 cents, ground beef, 39 cents; Choice 
sirloin steaks, 79 cents; bacon, 49 cents. 

These low prices exist without price control. They are the result 
of volume plus free enterprise. Price control discourages everybody 
concerned. 

Ours is a seasonal industry. We always get criticized when prices 
eo up on a seasonal basis. Right now the prices are going down. 

There is an economic reason for this condition which will always 
be with us. Hogs usually become scarce as the summer approaches 
and they tend to become more plentiful with the beginning of the fall, 
with the result that hog prices are apt to shoot up in the first half of 
the year and then drop downward rather sharply as the winter ap- 
proaches. ‘To some extent the same situation is true as to beef 
cattle because the supply of available cattle begins to diminish at the 
turn of the year and beef cattle remain comparatively scarce until 
the grass-fed cattle begin to find their way to market in the late sum- 
mer. at which time a decline in beef prices begins. The annual repeti- 
tion of similar volume curves is to be expected when feeders begin 
buying unfinished cattle and hogs to which they can feed their sur- 
plus grain. They also utilize their summer and fall pastures. This 
always creates a period of highly competitive bidding followed by an 
‘nereased run as the feeding tapers off. It is grotesquely unfair to 
put cattle or hog prices in a straitjacket under those circumstances. 
As soon as you fix your ceiling prices the season changes and your 
prices are no good. For months recently we operated at less than 
OPS ceilings. But when a shortage comes we are squeezed. 

This explains why ceiling prices on Meat must be unfair. 
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Black market: Since animals can be slaughtered anywhere—even 
under a tree—price control always brings a flood of new and illegit- 
imate operators. 

A black market is inevitable, because it is so easy for illegitimate 
operators to charge more than ceiling prices without getting caught. 

Ours is an honest industry, most of our members having been in 
business for decades, and their fathers before them, and we don’t 
like to see a flood of chiselers attracted into the slaughtering business 
by price control. 

There are enough honest slaughterers—more than 3,000—to take 
eare of all the animals without bringing in the fly-by-nighters and 
chiselers which price control always brings. 

In addition, price control has brought other hardships, namely: 

Complicated regulations: When OPA issued extremely complicated 
rules as to how beef should be cut (changing the standard practice 
of a lifetime) we invited the OPA expert to St. Louis to show us how 
to make the new cuts. He couldn’t make the cuts himself to conform 
to his own charts, and everyone except him had a good laugh. 

When one of the most honorable packers in our membership 
accidentally left a little too much fat on a few pork loins, he was 
hauled into court, and after expensive litigation the Federal court 
in Chicago threw the case out of court, because the court said he 
bas been so honest this clearly was just an accident. 

OPS has been so unfair as to make double rollbacks in prices. 
To be specific, they fixed fair ceiling prices on lard and hides, but 
when depression hit this part of our industry temporarily they rolled 
back the prices so as to make our members the permanent victims 
of depression. ‘That is worse than a red light—that is downright 
cruelty. We have been hit hard enough on hides, tallow, lard, and 
grease without the added hardships of doub le rollbacks. 

Meat regulations are made by people who know nothing about 
meat. OPS did have on its staff some competent and fairminded 
meat experts (Messrs. Erikson and Rice are illustrations) but time 
and again when we convinced them that something was unfair, and 
they tried to give relief, they were blocked ‘‘upstairs’” by someone 
who knew nothing about our business. 

OPS also on more than one occasion in spite of vigorous protests 
by us violated the congressional mandate to confer with industry 
representatives before promulgating regulations. 

There are hundreds of different meat cuts, and policing of violations 
is impossible. How will OPS catch a violator who cheats on his 
sausage? The impossibility of policing gives the chiseler an advantage 
over the honest processor. 

I have saved until now one of our biggest points—the headaches 
caused by compulsory grading. Often two experts cannot agree as 
to whether a given beef animal should be graded good or commercial. 

May I interrupt myself for just a sentence there to say if you should 
freeze, Mr. Chairman, the prices on cattle, do you realize that even 
the Government has never tried to grade cattle because of the diffi- 
culty of determining what cow is good and what cow is commercial? 

If we have price control, and if one of our members reaches the 
honest conclusion that a given steer is a good steer, and some Govern- 
ment grader comes along and grades it commercial instead of good, 
our member then becomes a potential criminal because he has over- 
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paid for the animal. We have had cases where a second Government 
rrader disagreed with the first Government grader. This constitutes 
inother reason why price control on beef will not work. Our pesition 
on grading is confirmed by the Secretary of Agriculture in a telegram 
to the Governor of Colorado. He says: 

Removal of OPS compulsory grading of meat would be a good thing for al 
segments of the industry and the consuming public. 

That is the same thing as saving that the removal of price control 
would be a good thing for the consuming public 

If the Congress approves standby controls it will approve com- 
pulsory grading of beef, against the wishes of the Secretary of Agri- 

ilture, against the wishes of the cattle industry and farmers, and 
against the wishes of all processors of beet 

The CHarrMaANn. Will you vield for just a moment? Are you not 

ist misrepresenting it a little bit there? 

Mr. La Ror. I hope not. 

The CuarrmMan. I hope you are not either. I do not think you 
intend to. But are you not leaving the impression that if the Con- 
eress adopts standby controls that that means controls will continue 
it the moment on meats? 

Mr. La Ror. That is misleading and should be corrected. I do not 
mean that at all. 

The CuarrmMan. That is exactly what you said. What you mean to 
say is, if the Congress adopts a standby control bill and the President 
at some future date should put it into effect, then they would be doing 
that? 

Mr. La Ror. You are right. It is misleading. Let me change it, 
please, that if the Congress approves standby controls and this results 
in price control on beef 

The CuarrMan. If it results in the President putting it into effect 
at some future time? 

Mr. La Ror. Yes; you are right. I will continue: and against 
the best interests of the rank and file of the American consumers 
The variable factors which cause two experienced beefmen to disagree 
on the grade mark to be used on the same cut of beef is bound to result 
in hardship and injustice. 

This danger of being penalized for overpaying makes the meat 
packer very cautious and almost forces him to pay a low price for his 
cattle, thus injuring the producer. The present situation in the cattle 
industry is deplorable and will have very serious repercussions later 
because it is sure to cause a reduction in the beef cattle supply and 
therefore in the volume of beef available to producers. The cattlemen 
are in a bad mood today, and they cannot be expected to go on feeding 
cattle in the face of heavy losses. 

Imports: Cattle, meat, and hides are flowing into this country from 
foreign countries and meat is coming even from behind the Iron 
Curtain. Gentlemen, I submit to you that it is not fair to hurt our 
producers and our industry by the importation of meat from these 
Communist countries. It is difficult for us to understand why the 
Government permits the domestic cattle, hog, and meat industry to be 
hurt in this manner at a time when farmers are really up against it and 
prices are sagging badly. 

Demand and supply: The present low beef prices and low beef 
cattle prices are proof that it is volume and not price control that 
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protects the consumer. There is no secret about the reason for the 
present decline in beef prices because the number of beef cattle on the 
ranges and in feedlots is 5 million greater than a year ago, the present 
cattle population being 93,700,000. The number of cattle and calves 
on farms for the last two decades is shown in the following table: 


All cattle and calves | All cattle and calves 


1953____- ____. 93, 696, 000 | 1943. __.----- 81, 204, 000 


1952- 88, 062, 000 | 1942 ananen= 76,006,000 
1951- _ 82, 025, 000 | 1941 pod 72, 755, 000 
1950____-_ _ 77, 963, 000! 1940 ck 2. 168 868; 060 
1949___- oad 78, 298, 000 | 1939_. jGactest axis 66, 029, 000 
i ke 78, 126, 000 | 1938 canal Ray wo vrei A 
1947 coe 81, 207, 000 | 1937 ea ______-. 66, 098, 000 
1946___ 82, 434, 000 | 1936 wins aus Uicutnn Do eee 
1945 85, 573, 000| 1935.................... 68, 846, 000 
1944___- i add 85, 334, 000! 


[I like the spirit of a fine Texas rancher, Dolph Briscoe, who has 
suffered from drought and from low prices, who dislikes price control, 
and who is quote ‘d in the Washington Star of February 25 as saying 
to a group of Texas bankers: 

There’ll be times when we can pay off our bankers, and there’ll be times when 
we can’t. But if you’ll stay with us, we’ll stay with you—we haven’t any other 
place to go anyhow. If it ever rains, things will work out all right—and it always 
has rained sometime. 

That is good American philosophy. 

We interpret the last election as a mandate against unnecessary 
regimentation. There should be no standby controls on meat because 
price control on meat has proved itself to be unworkable. Price con- 
trol will not produce meat, even in an emergency. Price control i 
not needed to hold meat prices down in view of the enormous amount 
of competition in our industry. If price control holds the prices down 
below the level fixed by keen competition, then the price control is 
unfair, as it has been. You can’t regulate the seasons and you can’t 
regulate the attitudes of farmers, and you can’t regulate the black 
market. You can encourage the farmers wil thus aid production, 
through fair parity prices and otherwise. But you can’t help them or 
us with red lights. And price control is a red light. 

The CHarrmMan. Mr. La Roe, you have made a good case against 
the administration and particularly the rules and regulations of OPS. 
I went all through it, as you know. 

Mr. La Ror. I know you did. 

The CuarrMaNn. For months and months and months. 

Mr. La Ror. You were very helpful to us, too. 

The Cuareuan. I agree with everything you say. I think there is 
a big question as to whether or not even in a war period it is in the best 
interest to try to control meat prices. I think that is avery, very 
debatable subject. I would like to see it looked into very, very care- 
fully. However, all we are trying to do in this instance—controls at 
the moment are not on anything; I think we are all agreed on that and 
that they will all be out on April 30—but what we are studying here 
and the problem that is before us is this: If we get into a big emergency 
in the future should we be prepared to cope with it and prepared to 
cope with it in advance or wait until it is upon us? 

I have the feeling, based upon experience with this whole business 
down here, that we ought to prepare for it in advance, and we ought 
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to do something quick. I have come to that conclusion as a result of 
the workings of OPA and OPS. I am confident—you may not be 
and I am going to ask you this question in a monent, that if you do get 
this big emergency, whether they should or should not, if you leave it 
up to the C ongress, they will put on pric e, wage, and rent controls. 
They will do it “after a period of time. They possibly might well do it 
when the need for it has long been behind us. 

Let me ask you this question: You feel that if we do get into a big 
emergency that then we should have price, wage, and rent controls? 

Mr. La Ror. Generally speaking, yes. 

The Cuarrman. I agree with you that we might take a good look 
at meats, that is, livestock. 

Mr. La Ros. That is the sole purpose of my presentation. 

The CHarrMAN. It is one of the products in our economy that is 
awfully hard to handle. ‘There is not any question about it. If you 
agree that the time might come in which we would need these controls, 
then do you not think it would be better to prepare for it now, and do 
you not think it would be better for your industry to come in and 
write rules and regulations, at least try to, and either come to the con- 
clusion that practical, sensible regulations could be written under 
which you could live without wrecking the industry or come to the 
conclusion that it was impossible, and then sell the Congress on the 
idea that even though this big emergency comes and you must have 
controls on every thing else the best interest of the Nation and people 
would lie in not having them on meats? 

Mr. La Rog. That is a very fair question. Let me answer it in 
this way: In the first place, my clients are good Americans and have 
the highest regard for you and your motives in this thing. 

My whole point—I am not qualified to talk about subjects other 
than meat—is that years of experience have proved you cannot con- 
trol meat without hurting us and hurting the Nation and hurting the 
farmers. 

The CuarrMan. The 90-day freeze bill gives the President the right 
to make exemptions. He could exempt, of course, livestock under 
that, providing in the meantime a study was made and you had con- 
vinced the Congress and others as a result of the OPA and OPS that 
it just could not be handled. 

As it stands today, my best judgment is if an emergency occurred 
next October the Congress would slap it right back on meats. They 
would do it hurriedly. They would do it under pressure. Then you 
would get all these rules and regulations, this grading business, which 
is absolutely unfair; I agree with you 100 percent that OPS has no 
right, if they had a ceiling of 20 cents on hides or lard and the normal 
market goes to 16, to come along and reduce the ceilings from 20 down 
to 12. 

I know of nothing that is more unfair than that. Yet they did it. 
Those are the things that I personally am trying to avoid in the future, 
if we can do it. Maybe we cannot do it. I believe we can. 

I am a great believer if handed a lemon to at least try to make lemon- 
ade out of it. I think some of these days you may be handed another 
lemon. Let us try to see if we cannot do something at the moment 
between now and then to make lemonade out of that lemon when it is 
handed to us. 
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Mr. La Ror. Apparently what you are aiming at, Mr. Chairman, 
is that we should come in here with our experts and show you a price- 
control program on meat that would work or come in later and show 
that to the Congress. 

The CuarrMan. It is absolutely impossible to make it work? 

Mr. La Ror. I say to you that all the experts in our industry, and 
they are honest, good Americans, cannot devise, and they think it is 
utterly impossible to devise a price-control system that would work. 

The CHarrman. If that were true under this 90-day freeze order 
under this bill, the President could, if he wanted to, exempt meats. 
1 am not saying that he would. Iam not going so far at the moment 
to say he should. But I certainly do know the problems involved. 

You certainly can make a fine case for it, that it would not be in the 
best interest of the people to do it. You see, the matter of livestock 
is a little different than controlling the prices of consumer goods, 
because if you get into a war the Government takes a very, very large 
percentage of the copper, the steel, and the nickel, and so forth, that 
go into tanks, airplanes, and so forth, whereas with food you do not 
increase your population. 

You make take 10 million boys into the Army but if they were not 
eating in the Army they would be eating at home. 

It might well be that the productive capacity of agriculture could 
well take care of providing you with the indirect controls that we hear 
so much about that would siphon off part of the purchasing power. 

Mr. La Ror. Let me give you one illustration as to how even Con- 
gress unintentionally is unfair to us. If they could handle the lemon 
and could make lemonade out of it we would not be here. We came 
before Congress and said, ‘‘Don’t you think there ought to be a clause 
in here saying that for the processing of cattle and hogs there should 
be a fair margin?’ ‘‘Yes,’’ Congress said, ‘there should.’’ And they 
wrote it into the law. What do you think OPS did? 

The CHAIRMAN. They sabotaged it. 

Mr. La Rox. They interpreted that to mean there might be an 
overall profit on hogs and beef but not beef separately. 

The CuarrMan. That is what we are trying to avoid in the future 
if we can. If this emergency ever occurs, whether it should happen 
or not, we want to avoid that situation in the future. 

Mr. La Ror. The underlying basis of all of this is grading these 
animals. If we knew how to grade these animals by law, it would be 
a comparatively simple matter, but you cannot do it. How can we 
come before you, or the President, and make a program of grading 
work when we know it will not work. 

We submit to you in all sincerity, Senator, that we cannot do it. 
You do not nee d to oe about meat prices if you have volume. 

The Cuarrman. Under the 90-day freeze ceiling the President could 
exempt livestock if it were proven it was in the best interest of the 
Nation. 

Mr. La Roz. Now you scare me more than ever, because if you 
exempt livestock and do not exempt our products, put prices on our 
produc ts 

The CHarrMAN. On what? 

Mr. La Ror. I say, if you put price control on beef cuts and do not 
put price control on the animals, then we are squeezed, are we not? 

The Cuarrman. I would not think so. 

Mr. La Ros | would. 
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Senator Bennett. I would like to ask a question, if I may, Mr. 
Chairman, if you are through with the witness. 

The CHAIRMAN. Yes. 

Senator Bennerr. You have indicated that the price pattern in 
your industry has a cyclical form. At what time is the low point of 
the cycle under normal circumstances? 

Mr. La Ror. Of course, the low point in the price cycle is when the 
supply is down. . 

Senator Bennerr. You have explained that, but at what time of the 
year, approximately? 

Mr. La Ron. In talking about beef, the cattle begin to come to 
market in volume about late July or mid-August. The grass-fed 
cattle begin to flow in at about that time, and then from then to 
Christmas there is a pretty abundant supply of beef. Before that 
prices will be high. 

Senator BenNerr. How much of a swing is there between that time? 

Mr. La Ror. I do not have a chart with me. The Department of 
Agriculture has a chart. It is a substantial change. 

Senator BenNerr. Twenty percent? 

Mr. La Ror. At least that. 

Senator Bennerr. If the proposed quick freeze were to be imposed 
at the low point of the cycle, what would that do to the industry? 

Mr. La Ror. Almost ruin us. 

Senator Bennerr. That was the point I wanted to get. I have 
another question. Could we have price controls on meat without 
compulsory grading? 

Mr. La Ror. No. 

Senator Bennetrr. Could we have price controls effectively without 
rationing? 

Mr. La Ror. I do not believe it is fair to our industry or to the 
public or to the Nation without saying that the emergency is severe 
enough to require price control on this very difficult commodity and 
yet it is not serious enough to require rationing. 

In other words, if the emergency is serious enough to require price 
control, it is serious enough to have consumer rationing. But we do 
not believe that we should have either price control or rationing on this 
commodity. 

Senator Bennerr. The chairman has indicated that possibly your 
industry should be exempted. Do you operate under a different set of 
economic laws that makes your problem different than that of any 
other industry? 

Mr. La Ror. The economy under which we operate is the same, but 
the seasonal variations are peculiarly bad as to our industry. If the 
farmers would raise the same number of hogs every month, or if the 
grass would grow every month, that would be one thing, but you can- 
not regulate the seasons. You cannot regulate the farmer’s attitude. 
It just will not work. You cannot regulate the black market. There 
are so many factors in this thing. You cannot police what a man puts 
into sausage. 

Suppose I was a sausage maker in Washington, D. C., today and 
put some cheap stuff in sausage that I should not put in. Why, the 
whole United States Army could not police that sort of thing. 

Senator Bennerr. Your point is that you are subject to the same 
economic laws, but the effects of them produce wider variations in 
your industry than they do in other industries? 








422 STANDBY ECONOMIC CONTROLS 


Mr. La Ror. Largely because of the seasonal aspect. 

Senator Bennert. I think that is all, Mr. Chairman. 

Senator GoLpwaATER. I agree with everything you bave said. But 
being a businessman as well as a cattleman, knowing that 30 percent 
of the American dollar goes for food, do you think that we could 
exempt an item as large as livestock from control and expect the whole 
control program to work? 

Mr. La Ror. Well, I would just like to correct one figure. Your 30 
percent figure overall is correct, but the amount of the American 
dollar that goes for meat is 5.6 percent. 

Senator GotpwaTer. Let us use the 5.6 percent. If we exempted 
any portion of our economy from control, would we effectively control 
prices? 

Mr. La Ror. I would answer your question this way: If we have 
here a seasonal commodity that does not lend itself to controls and 
should be exempted, but if you have some other food product like 
canned goods, for example, that can be controlled, I do not see what 
would be inconsistent about controlling one and not controlling the 
other. 

Senator GotpwaTER. What I am trying to get at is, can you have 
effective controls when there is any portion of the economy which is 
out of controls. We have an example of it in this present era of 
control, where industrial wages have gone up 12.7 percent and auto- 
mobiles have gone up because we have not effectively controlled 
wages. 

What I am trying to get at is, do you believe, as a businessman, 
that we can exempt, forgetting your own industry, any portion of 
the economy and have eftective controls? 

Mr. La Ros. I cannot go all the way with you. I would agree 
with you, however, if you do not control wages you cannot control 
prices generally because prices generally depend on what the wage 
level is. 

I do not see, however, why you cannot control automobiles and 
not control beef cattle. I do not think there is any relationship. 

Senator Payne. I just want to direct your attention to page 2 of 
your statement. I realize your industry is up against many variable 
factors which enter into it, but there is a statement which you made 
at the top of page 2, ‘‘Price control operates as a wet blanket to dis- 
courage production,” and at the bottom of page 2 you say, ““The peak 
of 83 million hogs was reached in the year 1944’; isn’t that a year in 
which price control was in effect? 

Mr. La Ror. Yes, but it was also a period of intense war conditions 
which was the most unusual, perhaps, in the Nation. 

I studied that year the other day. It was the time when the 
railroad earnings were greatest, when the production of munitions 
was the greatest. All those factors combine to make than an unusual 
year. It is true that in that year, because of war conditions, there 
was a tremendous demand for meat. That stimulated a large pro- 
duction in that. 

Senator Payne. Was meat production up pretty well in that year? 

Mr. La Ror. Yes, it was; not as high as it is now. 

Senator Payne. I was just asking because it seemed to conflict one 
with the other. 

Mr. La Ror. I cannot back down on the proposition, Senator 
Payne, that when you roll back the prices of lard and hide and grease 
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and then unfairly roll them back again, you are not hurting the 
farmer; you are hurting us; you are hurting everybody. 

The CHarrMan. Thank you, Mr. La Roe. The next witness will 
be Mr. Jay Taylor, first vice president of the American National 
Cattlemen’s Association. Mr. Taylor, you have a statement. Do 
you desire to read your statement? 


STATEMENT OF JAY TAYLOR, FIRST VICE PRESIDENT, AMERICAN 
NATIONAL CATTLEMEN’S ASSOCIATION 


Mr. Taytor. Yes, I would like to read it. I am a rancher from 
Amarillo, Tex. I am vice president of the American National Cattle- 
men’s Association, which is a voluntary organization of cattlemen 
grouped together for their common interests. It is made up of 
individual members and association members. State cattlemen’s 
associations in 22 States are members as well as are 115 local or 
regional associations and several thousands of individual cattlemen. 

These cattlemen as represented by delegates and other members at 
the past two annual conventions of the American National Cattle- 
men’s Association adopted the following resolutions. 

At Fort Worth, Tex., in January 1952: 

Whereas consumers have spent over the years approximately 6 percent of their 
income for meat and today are using no more than that much of their earnings 
for the purchase of meat; and 

Whereas the OPS has attempted to upset this historical relationship by imposing 
controls on marketing and selling of meat and livestock products, particularly 
singling out the cattle industry for price rollbacks and making little similar 


attempt to control wages; and 

Whereas such controls on beef have not benefited the consumer but instead 
have only interfered with the orderly production and marketing of the products, 
as controls did under OPA, when lowered production, black marketing and wide- 
spread disrespect for an unworkable law forced abandonment of controls; and 

Whereas the cattle industry is in prime condition to furyish, if not hampered 
by controls, more meat to the consumer than ever before in its history and today 
carries record inventories of beef animals: Therefore be it 

Resolved, That, in the interest of the consuming public and the livestock and 
meat industry, the American National Cattlemen’s Association express unalterable 
opposition to the continuation of the unworkable price controls on meat. 


The CuarrMan. I do not know that they are continued. Do you 
know of any one that is? 

Mr. Taytor. I certainly hope there is none. 

Again, just last year we came back again. I merely say this so 
that it will be in the record to show our consistent policy of being 
against it. We stated this at Kansas City: 

Whereas returns to beef producers for their product have declined as much as 


40 percent during the past year; and 
Whereas reduction of beef prices to the housewife is being delayed by contin- 


uance of price controls; and 
Whereas these regulations are hindering the free marketing of cattle and beef 


and causing unnecessary expense; therefore be it 

Resolved, That we urge the immediate removal of all such controls and restric- 
tions, with a return to the system of voluntary grading and free marketing 

Our member associations have likewise expressed opposition to 
price controls and standby controls at their various meetings. 

For much of the recent period of controls, beef prices were below 
ceiling levels and for the past 6 months prices of beef cattle have 
declined so far as to mean continuing catastrophic losses to thousands 


of cattlemen. 
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At the moment the feeders are taking the brunt of this loss although 
range cattle took heavy declines in prices last fall. 

During this period of sharp decline, cattle and beef prices have been 
far below the ceiling and compliance prices. 

That is one of the reasons it is incredible that Congress is concerning 
itself now with a law for standby or freeze-order controls on beef 
prices, when what is most needed in the industry today is stabilization. 

The CuarrMan. | think you are misrepresenting our position a little 
bit in that statement. We are only talking in terms of a grave emer- 
gency or the beginning of a third world war. I think if that would 
happen it would be just as obvious to vou, as every other American, 
that something would have to be done and that something would be 
done. That is all we are talking about. We are not talking about any- 
thing else at all. We are just talking about whether we ought to 
prepare ourselves for such an eventuality. 

ir. Taytor. That is why we are here, Senator. 

The CuarrMan. If you do not believe that if we do have such an 
eventuality, that even then we would need price, wage, and rent con- 
trols, there is no need for it 

Mr. Taytor. We have lived through two of them and that is why 
we are here. We want to tell you our story. We do not think it has 
been any eood. 

The CHAIRMAN. We want you to, but we do not want you to mis- 
represent our position 

Mr. Tayuor. Yes, sir; we would not do that for anything. 

The CuarrMan. We do not want vou to leave the impression in the 
statement that price, wage, and rent controls at the moment are any 
longer needed, and we do not want anybody to have the impression 
that we need price, wage, and rent controls under any condition other 
than an all-out emergency or an all-out war. 

Mr. Tayior. Maybe we are a little worked up over it. You will 
forgive me. 

The CuarrMaNn. Probably you are. That is one of the reasons for 
advocating this matter, so that if we do get into that emergency in the 
future, we can eliminate ell the mistakes we made in the past. 

The reason you do not like it is because of the way it was admin- 
istered, the rules and regulations, and also the fact that there is a 
great argument inherent in the cattle and livestock industry, that 
even under the grave emergency we are talking about it is a question 
mark as to whether it should properly be included. 

Mr. Taytor. Yes; I was glad to hear your remarks awhile ago 
about it. 

The CuarrMan. I have studied the livestock, cattle and hog con- 
trol business pretty well as it operated under OPA and OPS. There 
are some things inherent in it that make it awfully tough to accom- 
plish, if not impossible. Do you agree with that? 

Mr. Taytor. You are getting warm. Just keep going. You are 
making my speech for me. 

The Cuarrman. I do not intend to do anything except to try to be 
realistic about this whole matter. 

Mr. Taytor. I understand. 

The Cuarrman. The responsibility for this business lies with this 
committee. If we got into a big emergency next October and this 
whole business got completely away from us, it would be our necks 
here, not yours, and not the President, because all he would have to 
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say is, “I have no legislation to deal with it.” The whole thing might 
goupand up. It might not on cattle and livestock, but it might well 
on many, many other things. 

Mr. Taytor. I am only talking about the cattle business. The 
cattle industry, Senator, is not here to ask for cattle support prices 
or subsidies of any kind. 

The CuarrMan. I have to leave. I will be back at 2 o'clock. 

Senator Bennerr (presiding). We will see if we cannot try to finish 
before we leave. The Senate is not in session today. 

Are there any questions of Mr. Taylor? Thank you very much, 
Mr. Taylor. 

Our next witness is Mr. Chauncey B. Watson, president, Corn Belt 
Livestock Feeders Association. Mr. Watson, you have a statement. 
Do you desire to read it? 


STATEMENT OF CHAUNCEY B. WATSON, PRESIDENT, CORN BELT 
LIVESTOCK FEEDERS ASSOCIATION 


Mr. Watson. I might read this, Mr. Chairman. It is only five 
pages plus. 

Senator Bennetr. We will be glad to listen to it. 

Mr. Watson. My name is Chauncey B. Watson. I own and 
operate 640 acres of land in De Kalb County, Ill., and usually feed 
out about 1,000 head of cattle each year. I am also president of 
out about a thousand head of cattle each year. I am also president of 
the Corn Belt Livestock Feeders Association, an organization having 
members in all of the Corn Belt States from Ohio through (¢ ‘colorado. 

We livestock feeders have just gone through an experience that 
should convince the most skeptical that price controls bring disaster, 
first to consumers and then to producers. 

We have seen consumers go to the market and be unable to buy 
meat because price controls and bureaucratic blundering had driven 
it into the black markets until they became a national scandal. 

We have seen the freed price rise to levels that were outrageous but 
nevertheless necessary to correct the blunders of the price fixers and 
the bureaucrats. Then we have seen the price break with resulting 
terrible losses to feeders and ranchers as such sapere accumulated 
that they could be sold into consumption only by a decline in prices 
to relationships with other commodity prices that had been maintained 
for years through the natural workings of the law of supply and 
demand before blundering bureaucracy tried so disastrously to do the 
Nation’s thinking for i 

I have endeavored to tell the story graphically in the brief or state- 
ment that has been handed you. That you may get the picture 
clearly in your mind, I would appreciate it if you would go with me 
through that record. It is the clearest illustration of cause and effect 
on prices, of the law of supply and demand in actual operation, and 
of the disastrous effects even in war emergency of the fixing of prices 
of which there is record. 

The story really starts back with the blunders of OPA in handling 
the pig crop of 1943. Thisis 1953. It has taken 10 years to overcome 
their blunders and the blunders of the United States Department of 
Agriculture that vear. 

Now, if you will follow on the charts and tables as I tell the story 
very briefly, I will show you why we livestock feeders believe price 
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controls are disastrous in wartime as well as in peace, and that they 
should be completely removed and never again be imposed. 

The first graph is a record of corn and the average price of cattle 
at Chicago from 1928 to the middle of 1952. We will bring it up to 
date later. The point that I want to make is that from 1928 to the 
middle of 1948, corn and cattle prices worked together. One curve 
might rise or one fall, but they would come back together again. 
Corn usually was the barometer of cattle prices. And they worked, 
on the average, at a ratio of 14.3 to 1 from 1928 to 1942. That is, 
100 pounds of live beef were worth 14.3 bushels of corn at Chicago. 

But in 1948 this ratio began to change. By 1950 and 1951 this 
ratio had changed to where it took 21 bushels of corn to equal in value 
100 pounds of live beef. $40 cattle and $35 hogs made their appear- 
ance. 

Now if you will turn to the second chart we will see the basic reason 
for these outrageously high prices, see why they were a necessity if 
people were to have meat. 

That second chart is a record of the annual pig crop of the United 
States. When World War II started, farmers were producing about 
85 million pigs annually. They thought their greatest contribution 
to winning that war would be to produce meat. The quickest way 
was to raise more hogs. So by 1943 the pig crop was increased to 
121 million head. 

Then, in the fall of that year and the winter of 1944 came the 
problem of marketing those hogs. OPA had installed a red ration- 
point system for the purchase of meat. Where in previous years of 
big supplies, packers had resorted to selling green hams and sides to 
move that meat into consumption, retailers found that the people 
did not have the red ration points with which to make enough pur- 
chases in 1943 and 1944. Senator Everett Dirksen can testify to the 
fact that his efforts to get them to drop the ration-point system so 
that the pig crop of 1943 could be handled, was turned down by OPA 
The Department of Agriculture wrote him that there would be no 
glut, and if there was one they would take care of it with a permit 
system for marketing. But soon the packer coolers and cellars were 
filled with meat. Even the Army had to cancel its buying program 
because it had no place for additional storage. The permit system 
simply backed the hogs up in farmers’ hands until their surplus feed 
was gone. And the increased feeding put the hogs over the weights 
at which prices would be supported. So, prices broke to extremely 
low levels. 

The result was that instead of a pig crop of 121 millions like that of 
1943, the crop of 1944 was only 86 million. And that reduction in 
pig production in 1944 was the direct cause of the black markets of 
1945 and 1946. It was the cause of $40-cattle and $35-hoes in 1950 
and 1951. And it set up the situation that will cause the range country 
and the Corn Belt to pay less taxes in 1952 and 1953 than in any other 
year of modern history. Less taxes will be paid because you don’t pay 
taxes when you take losses. And some have taken an actual cash loss 
of $100 a head in cattle marketed during the past 30 days. 

In 1946, when the Senate Banking and Currency Committee was 
considering continuation of OPA, the representative of the Corn Belt 
Livestock Feeders Association told the committee at a hearing that if 
OPA was not eliminated the Nation would have the worst meat 
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shortage ever in its history. This outlook was contradicted by 
representatives of the packers and of the ranchers. And the com- 
mittee listened to them instead of looking facts in the face Sut 
when that shortage did come, when the meat markets and some of 
the packing plants were closed because they did not have livestock 
to kill, the President ended price controls. 

With the end of controls, prices began to advance. Hogs and cattle 
both went up sharply. And with a prospect of getting a good profit 
again, farmers gradually increased the size of the pig crops. But 1t took 
several years of high and advancing prices to bring a real advance in 
pig production. As you can see on the graph, it was not until 1951 
that the pig crop reached 100 million head 

In the meantime, the inability of packers to get hogs from which 
to get pork had simply played havoe with beef production. On the 
next chart you will find a record of calf slaughter from 1928 through 
1952. Note that prior to 1943 the annual calf slaughter had been 
under 10 million head Sut when packers in late 1944 could not 
get pork because the pig crop had been cut from 121 millions to 86 
millions because of OPA blunders, they turned to calf slaughter 
Calves that should have gcrowh up to become steers and heifers Lo vo 
to market from 1,000 pounds upward, went instead at 500 pounds 
down. And that high rate of calf slaughter continued until the $40 
cattle and $35 hogs of 1948 to 1951 had had a chance to increase the 
pig crop to 100 million head 

The next chart 4 is a record of the numbers of milk cows and the 
number of beef-type herd cows, with the beef-type calf crop cach vear 
from 1930 to date. You will note that there was a steady inerease in 
the number of herd cows of beef type on farms from 1939 to 1945, 
with a corresponding increase in the beef-type calf crop. Then, 
under OPA blunders there was a hesitation to 1949, and then they 
started to increase again 

The next chart 5 shows the record of the number of beef-t, pe calves 
and the number of steers on farms and ranches on January | each year 
As calf slaughter increased in 1944, calves remaining on farms and 
ranches began to decline. ‘Those calves on farms January | are year- 
ling steers and heifers the next spring. So steer numbers also began to 
decline. And it is from the slaughter of steer that 64 percent by 
numbers, 75 percent by weight of all of the table beef is secured. It 
was not until the price had risen to $40 on cattle and the pig crop 
had gotten up near to 100 million head that the abnormal calf slaughter 
was stopped. When this point was reached, calf numbers on farms 
and ranches January 1 began to increase. And when that happened 
it was not long until steer numbers increased. 

From 1946 through 1950 the official report showed an average of 
7 million steers on farms and ranches as of January 1. Back on 
January 1, 1920, there had been 10 million. This year there were 
9 million. That was an increase of nearly 30 percent from the 1946—50 
average. The number of steers coming to market began to increase 
So the price went down an average of $9 a hundred since livestock 
feeders laid in their cattle for winter feeding last fall. Most of them 
were bought with a margin of around $4.50 between the cost of the 
feeders and the market price for finished cattle. Now that margin 
is wiped out and there is an additional loss of $4.50 per hundred- 
weight. And it was all caused because Congress would not learn 
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from history but insisted on fixing prices. Now you want to give the 
President power to again fix prices. Must we who produce again go 
through another 10 years like we have this last 10? 

(The following tables were submitted by Mr. Watson:) 
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Steers on farms and ranches, Jan, 1 


[In thousand head] 


State 1046 1047 1048 1049 1950 1951 1952 1953 
Texas 760 OSI 670 652 608 43 637 436 
Oklahoma 169 141 145 158 148 175 106 200 
New Mexico 61 75 73 75 60 60 58 62 
Arizona 126 126 102 108 107 124 122 121 
Colorado 220 166 208 236 212 208 313 24 
Kansas 503 408 a7u iM) 01 An) O5 (7 
Nebrask’ 7 633 (oo 683 4X) 638 821 RS 
South Dakota 310 271 240 304 213 108 232 tit 
North Dakota 134 | 106 | ay Qs 7 64 78 as 
Montana 145 131 150 171 RH x2 On | 1138 
W yoming 70 71 | 68 67 Mo 66 th NO 
Missouri 349 | 203 | 325 334 388 427 385 37 
Midwest 3, 613 3,117 3, 068 8, 386 +, O80 8, 045 3, SRS 3, 682 
Idaho 114 108 130 137 115 121 143 Is4 
Utah i | 57 53 56 4 iS 62 | 67 
Nevada 40 39 | i4 | 50 2 47 4 
Washington 71 | 75 71 “4 59 50 74 74 
Oregon O4 | a6 | R2 97 74 67 78 114 
California 420 400 308 328 208 351 iM Att 
Far West 793 | 774 748 733 650 705 SAN 057 
Virginia 122 | 116 | 123 1! 10 113 113 | 123 
Georgia ‘7 | 38 a7 27 43 38 44 ) 
Florida 141 | 115 108 129 135 155 200 203 
Alabama 74 | hl 34 33 40 44 70 87 
Mississippi (3 75 is 7 50 3s AS 7s 
Louisiana 68 | A7 ay a9 4] 45 49 it 
Arkansas 61 55 19 4] 1s ‘9 65 87 
Tennessee 0 77 75 (2 (4 72 | RS 
Kentucky 162 | 156 | 164 | 175 149 170 150 | 16f 
South . } XOS 740 604 fiR6 676 722 R3R 037 
Pennsylvania 110 116 | 113 124 110 119 148 142 
Ohio 146 144 17 143 120 140 172 19 
Michigan 101 RS 82 91 ow 05 114 | 130 
Indiana 145 147 144 182 136 176 106 | 219 
Illinois 184 529 | AN2 21 MAT 45 658 | 763 
Iowa 960 vas 7S 44 O34 O55 1,178 1, 339 
Minnesota } 319 262 234 276 279 265 339 4H) 
Feeding States ° 2, 265 2, 248 1,061 | 2,251 2, 231 2, 304 2,770 | 3,104 


Senator Bennetr. Thank you, Mr. Watson. Are there any ques- 
tions? 

Senator Gotpwarter. | think that is a very fine statement, Mr 
Watson. It is a pleasure to hear Americans talk like that 

Senator Bennerr. Thank you, Mr. Watson. Our next witness is 
William Seckler, Sterling, Colo. Do you desire to read your state- 
ment, Mr. Seckler? 


STATEMENT OF WILLIAM SECKLER, PRESIDENT, NORTHEASTERN 
COLORADO CATTLEMEN’S ASSOCIATION 


Mr. Seckuer. I will read my statement, Mr. Chairman; it is short 

Mr. Chairman and members of the committee, my name is William 
Seckler, of Sterling, Colo. In appearing before your very important 
committee, I am speaking for the T-Bone Club of Greeley, Colo 
This group is made up of 40 members who are cattle feeders and feed 
more than 100,000 cattle per year. I also represent, as its president, 
the Northeastern Colorado Cattlemen’s Association, made up of 122 
members who are cattle feeders and ranchers. I am an individual 
cattle feeder and feed normally 4,000 to 5,000 cattle annually. 
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let me say [ am honored to represent these groups before thi 
COT I 

We believe th the imposition of ceilings, compulsory grading, et 
cetera. plac ( t! cattle ind istry by OPS to a very substantial 
degree the underlying cause for the present-market break. When 
anv regulatior mposed on our industry that retards or accelerates 
the normal feeding and marketing of cattle its repercussions are felt 
for a number of years in the future If, for instance, a rancher decides 
to breed hi vearil heifers in tead of selling them to a feeder the 
resulting ca as fat cattle will not show up for slaughter for 2 to 3 
yeal We feeders realize that during a period of actual all-out war 
SOT! regulation of all industry may be cercised We also feel that 
until we do actually have a national emercen vy, any regulations or the 
threat of regulatior serves no purpose other than to increase the cost 
of governn Land canno help Dut aggravate an already unfavorable 
market. One of tl rimary needs ot the cattle business at this time 
is to reestablish confidence within our industry Standby controls 
ce Lint vil not help thi ituation 

The feeding : ell as the prod iction of cattle 1s at best a very 
speculati HNuUusine We are constantly faced with the possibility 
of storm, disease, drought and short feed and vTAInN supplies We are 
also subject to abrupt decline in the market Standby controls only 
add to these probiem and will most certainly discourage feeding, 

Qur group ol estern produs ers and feeders have never asked the 
Federal Government for subsidi We believe the cattle business is 
so complex that the least interference or so-called help we get from 
any source the sooner and better we can solve our problems and 
thereby better rve the American consumer New techniques, new 
method and nutritional advancements make it necessary for a 
modern feeder to invest large sums of money 1n capital assets We 


feel that the adoption of standby controls at this time will certainly 
retard the advancements now being made in the cattle-feeding 


We believe that in the event of an all-out war that Congress will 
have then and should have the opportunity to make whatever regu- 
y deem necessary, basing their judgment on conditions 
as they will exist at that tume 

Senator Bennett. Are there any questions of Mr. Seckler? 

Senator GoLtpwaTerR. This is a little bit beside the point We 
have discussed indirect controls here, which include among them 
proper taxation methods during an emergency that would drain off 
the excess money that causes inflation 

I would like to, in respect to this, tell you what I[ saw illustrated 
in a magazine the other day that I think, personally coming from a 
cattle country, has had some little bit to do with the dilemma that 
the cattlemen find themselves in. In Arizona we call them the 
windshield cattlemen 

This tax structure we have had is so set up that a man can actually 
get in the cattle business and lose money and make money by doing 
it. I would like to have it in the record as something to use against 
arguing for controls. [Reading: 

The high-bracket taxpayer can even make money by losing it Suppose we 

"3 7 


a Mr. Y who is i: e 75 percent bracket as a married man whose income 
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Now, that is a lot of money, but out in Oklahoma, for instance, 
e have quite a few people who come under that bracket, and in other 
: : : 

portions of the West where there is oil that is possible. [Reading:] 

lle gets into the cattle-breeding business, which is very popular these day 
as an escape from high taxes Disregarding the complicated details of how much 
his stock costs him and how it grows over the vears, we can take the case of 
just. one calf born to the herd Our Mr. Y can spend $300 to raise the animal 
for breeding purposes, finally sell it for $200—and vet make $73 It works this 
Way 

he $300 that it costs to raive the animal is an ordinary business expense and 

tax deductible At the 75-percent tax rate, which is the bracket his income 
puts him into, Mr. Y saves $225 in taxes, making his net cost only $75 When he 
ells the animal, his $200 return is taxed as a long-term capital gain, at 26 percent 
He thus pays $52 in taxes’ and has $148 left His profit is $148 minus the $75 
in real money that it cost him to raise the animal, or $73 

[ just wanted to put that in because it has been my feeling that since 
the matter was first brought up on the floor of the Senate, particularly 
the area that brought it up, possibly these gentlemen lost a little more 
than they had bargained for and maybe the shoe was pinching. I 
think this is one of the causes for your large stand of cattle today. I 
merely wanted to get that in the record for argument purposes later on. 
| agree with you 100 percent. 

Senator Bennerr. Are there any questions? 

Senator Payne. No 

Senator Bennerr. Thank you very much, Mr. Seckler. Mr. 
Liljenquist is our next witness, appearing on behalf of the Western 
St: ites Meat Packers Association. Do you wish to read your state- 
ment? 


Senator Payne? 


STATEMENT OF L. BLAINE LILJENQUIST, WASHINGTON 
REPRESENTATIVE, WESTERN STATES MEAT PACKERS ASSO- 
CIATION, INC, 


Mr. Lins NQuisrT. Senator Bennett, T would like to read 

Senator Bennett and gentlemen of the committee, my name is L. 
Blaine Liljenquist. Since 1946, T have been the Washington repre 
sentative of the Western States Meat Packers Association Our 
president and general manager is Mr. FE. F. Forbes of San Francisco 

The members of our association are independent meat packers and 
There are more than 400 companies in the association 

We appreciate your invitation to appear before this committee to 
express our views on controls legislation. We are of the opinion that 
S. 753, to prov ide standby economic controls, and S. 1081, to authorize 
the President to issue a 90-day freeze order on prices, wages, and rents, 
are contrary to the best interests of the United States and should be 
defeated. 

Price controls do not stop inflation. In fact, their effect is infla- 
tionary. 

Senator Bennetr. May I interrupt you at that point? You are 
making the point then, as I understand it, that if we had standby 
controls we would recreate the situation that existed between the time 
the control legislation was passed and the time the President imposed 
it. We then had in that period, in effect, a system of standby control? 

Mr. Litsenquist. That is right, Senator; and, had it not been for 
the control legislation which we had in 1951 and 1952, I think we 
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would have not seen cattle prices for meat rise as high as they did, 
because when you have controls there is a tendency for people to 
think that the ceiling is also the floor. 

In 1951 and 1952, when there was a great demand for meat, we saw 
a large holding back of cattle on the farms and ranches to build up 
the herds. If it had not been for these controls, it is my opinion we 
would have had more of these animals coming into slaughter; the 
price would not have risen so high, and today we would not have this 
tremendous extra amount of cattle which is depressing farm income so 
greatly. 

Senator Benner. I was interested particularly in that period 
between some day in September, when the President signed the 1950 
price-contro] law, and the day in December or January when it 
actually became operative. Was that not, in effect, a standby control 
period? 

Mr. Litsenquist. That wad a standby control period. And it 
definitely was inflationary, because every seller, thinking that the 
freeze might come at any time, was eager to push his prices up to the 
maximum in order that he would be in a favorable position when the 
freeze became effective. 

Senator Bennerr. Thank you. You may proceed. 

Mr. Litsenquist. Price controls are arbitrary, unfair, and unwork- 
able. They cause people to have disrespect for law and government. 

They penalize the honest while rewarding the dishonest. They jeop- 
ardize the competitive free-enterprise system which has made this 
country the most productive country on the earth. 

We believe it is evident that price controls are very detrimental to 
our national welfare and strength. They impede the operation of the 
laws of demand and supply, create gray markets and black markets, 
and disrupt distribution, causing a scarcity of goods and services in 
various parts of the country. The -y destroy the incentive to increase 
production of needed goods and materials. They require millions of 
man-hours of unproductive work to study regulations and make 
reports. Price controls have always failed and always will fail in this 
or any other country. 

I am reminded of the words of Roger Fleming of the American Farm 
sureau Federation. Mr. Fleming said, ‘Price controls are like the 
carnival which comes to town. They distract our attention from the 
real work which has to be done.’”’” Your committee can help point the 
way to real work that has to be done to stop inflation. 

Efforts to control prices are as old as recorded history. Nation 
after nation has tried it but none have succeeded. By the year 1550 
an Englishman named John Mason commented on price controls as 
follows: 

I have seen so many experiences of such ordinances; and ever the end is dearth, 
and lack of the thing that we seek to make cheap. Nature will have her course, 
and never shall you drive her to consent that a pennyworth shall be sold for a 
farthing * * *. For who will keep a cow that may not sell the milk for so much 
as the merchant and he can agree upon? 

“T have seen so many experiences of such ordinances; and ever the 
end is dearth, and lack of the thing that we seek to make cheap. 
Nature will have her course, and never shall you drive her to consent 
that a pennyworth shall be sold for a farthing * * *. For who will 
keep a cow that may not sell the milk for so much as the merchant 
and he can agree upon?” 
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This Nation is a great Nation because it is free. Our people love 
freedom and are entitled to it. They should not be subjected to a 
cloud of controls hanging over their heads. It is incredible to the 
members of our industry that this committee could be seriously 
thinking of recommending standby control legislation or a 90-day 
freeze. They cannot believe that Congress is willing. to place the 
free-enterprise system in jeopardy by this type of action. 

Farm prices have dropped drastically for more than a year, and 
there is nothing to indicate runaway prices in the foreseeable future 
Even if the prediction that we may have a great emergency sometime 
in the future should occur, it would surely be an emergency of sufficient 
importance to justify Congress calling Congress into session to deal 
with it. 

Demand and supply is the most effective and fair way to establish 
price levels. Back in 1951 when meat prices reached their peak, a 
cry went out from Government officials and some Members of Congress 
that meat was too expensive to eat. This false impression was 
heightened when those who favor Government economic controls 
made the livestock and meat industry a special “whipping boy”’ or 
open target for all sorts of erroneous charges. 

One of the very big jobs of our association has been to promote 
a lively interest and understanding between producers, meatpackers, 
wholesalers, retailers, and consumers. Recently we published a little 
booklet to show the public what meat costs actually were in 1951 
against a period of 20 years ago, proportionate to take-home pay. 
This was intended to serve a real purpose, and it really has worked 
wonders because it shows conclusively that meat at its peak prices 
in 1951, in relation to income, was cheaper than it has been for the 
last 20 years. 

In 1951 meatpacking profits were only seven-tenths of 1 percent 
on each dollar of sales. Meatpackers make less margin of profit than 
any other major industry based on percent of sales or percent of net 
assets. Competition between packers in the United States has brought 
about outstanding efficiencies in slaughtering and processing. 

These savings have been consistently passed along to the livestock 
producers and to the consumers. The high percentage of the sales 
dollar received by the producers Les been a great incentive in building 
up large livestock industry in this country. Meatpackers in 1951 
passed on to the livestock producers 79.5 cents of every sales dollar. 
This is an outstanding achievement and a great credit to our industry. 

When meat prices reached their peak in 1951, consumers were 
spending only 5.6 percent of their income for meat. This is the 
percentage of income they have elected to spend for meat for the 
past 20 years. 

But in 1951 they were receiving more pounds of meat per capita 
than they had received before the war. Also, the quality of the meat 
had been considerably improved. That is why we said that in rela- 
tion to income meat in 1951 was the cheapest it had been in the last 
20 years. The recent drop in retail prices means that consumers are 
now receiving tremendous bargains at the meat counter. 

Individuals who favor price controls on the meat industry entirely 
fail to appreciate that every pound of meat that comes into the re tail 
butchershops is a perishable product that must be sold quickly before 
it spoils. It must be sold at whatever price the customers are willing 
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to pay for it. The consumer is complete boss in the market plac 
Meat is always priced to move it quickly. 

When meat becomes scarce in relation to demand, consumers bid 
up the price. When the price moves up it becomes more profitable 
to produce livestock and producers bend every effort to increase the 
supply. When the supply increases the price of meat in the retail 
stores must be lowered to attract customers to buy the meat. 

Free competitive enterprise gives us the best possible regulation 
of meat prices. There are about 6 million farmers producing livestock, 
over 4,060 commercial slaughtering companies, and more than 200,000 
retail meat dealers. This provides an abundance of competition at 
all levels of production and distribution. 

The livestock and meat industry has no confidence in price controls 
and never will because controls have been proven time and again to 
be completely unworkable. If controls bring down the price of meat, 
consumers can buy more and the demand promptly increases. The 
d crease 10 price, however, makes it less profitable to produce live- 
stock, so the incentive to increase production to meet the larger de- 
mand is removed 

If controls hold down the price, Meat becomes scarce and a black 
market develops. When black markets develop, controls penalize 
the honest while rewarding the dishonest. When black markets exist 
livestock and meat cease to be available to legitimate packers and 
retailers so they are forced to decide whether they want to go broke 
or become dishonest In the spring of 1946 when black markets were 
at their worst, the Government and the industry estimated that 90 
percent of the beef supply was selling in the black market. Could 
there be any stronger 1 idictment against the use of controls. 

President Eisenhower, in his state of the Union message on Febru- 
ary 2, 1953, said 


The we ght of evidence is against the use of controls * * * They have proved 
largely unsatisfactory or unworkable They have not prevented inflation They 
have not kept down the cost of living Dissatisfaction with them is wholly 
justified I am convinced that now—as well as in the long run—free and com- 
petitive pric vill best serve the interests of all the people, and best meet the 


changing, growing needs of our economy. 


About the middle of February President Eisenhower declared that 
he is not asking for standby controls but that he will sign the legislation 
if it is passed by Congress. On hearing this, Senator Taft frankly 
stated that standby controls are foreign to his thinking and he will 
oppose them in the Senate. Thank god for men like Senator Taft in 
both political parties 

The new Secretary of Agriculture, Ezra T. Benson, is guided by a 
philosophy that it is impossible to help people permanently by doing 
for them what they could and should do for themselves. It is a 
philosophy that believes in the supreme worth of the individual as a 
freeman, that believes in the dignity of labor and the conviction that 
you cannot build character by taking away man’s free agency and 
God-given liberty. 

One of Secretary Benson‘s first important acts after taking office 
was to urge the President to have OPS controls on meat removed. 
He declared the removal of OPS price controls and compulsory grading 
of meat would be a good thing for all segments of the industry and 
the consuming public. 
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Government controls have been sold to part of the population by a 


constant stream of propaganda. We believe controls are the surest 
and quickest road to socialization and the poverty of our people 


The executive branch of the Government is trying to reestablish 
the principles of self-reliance and the dignity of work in the minds of 
the people. The legislation under consideration by this committee, 
f enacted, will make the job much more difficult. People will con 
tinue to look to the Government for favor and support, and corruption 
will be the order of the day. 

I believe Senate bill 753 or the 90-day freeze is a definite danger 
to our society. It would probably be the first time in the history of 
this country that we had legislation which would permanently estab- 
lish economic controls as a principle of government. 

The standby bill or the 90-day freeze would not only be a disrupting 
influence in business and industry, but it would tend to keep prices 
higher than they would be if controls were altogether out of the 
picture. 

For example, if the 90-day freeze becomes law you may be sure 
that there will be talk of « \ possib le freeze being invoked every time 


price levels commence to rise substantially. When this occurs busi- 
nessmen will push their prices upward to have a good return when the 
freeze goes on. This is exactly what happened from September 1950 


until the freeze order was issued in January 1951 

High production is the real answer to the problem of inflation, but 
this goal is much more difficult to reach when unrealistic, arbitrary, 
confusing and unsound price controls are voted by the Congress. 

You cannot have cheap meat and cheap dollars. We are convinced 
that the solution to the inflation problem is to restore the value to the 
dollar and not to concern ourselves with techniques such as price 
controls which are not even designed to deal with the problem. 

We should make sure that we handle the national debt in a way not 
to increase the money supply. And we must cut Federal expenditures 

Our industry believes in the American way of life. Our system 
respects individual initiative and stimulates production and thrift. 

We have faith that this Nation will remain strong. And it will 
remain strong if the Congress will help to guard the citizens against 
encroachments on human liberty. The loss of a free market inevitably 
brings corruption, corruption brings more controls, and the controlled 
economy brings enslavement of the people 

We can outproduce the Russians, if we don’t also try to outcontrol 
them 

Senator Bennetr. Thank you. Are there any questions? Senator 
Goldwater, do you have any questions? 

Senator GoLDWATER. No. 

Senator Bennett. Thank you very much, Mr. Liljenquist. We 
will resume our Seasibiens tomorrow morning at 10 o’clock. We are 
how recessed. 

(Whereupon, at 12:20 p. m., the committee recessed until Wednes 
day, March 11, 1953 
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WEDNESDAY, MARCH 11, 1953 


Unirep Starrs SENATE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to recess, at 10:05 a. m., room 301, 
Senate Office Building, Senator Homer E. Capehart (chairman) 
presiding. 

Present: Senators Capehart, Bennett, Bush, Payne, Goldwater, 
Robertson, Sparkman, and Lehman. 

The Cuarrman. The committee will please come to order. Our 
first witness will be Mr. J. L. Olson, vice president, George A. Hormel 
& Co., appearing for the American Meat Institute. Also appearing 
for the American Meat Institute is Dr. Herrell DeGraff, professor of 
food economics in the school of nutrition and the department of 
agricultural economics at Cornell University. Will you gentlemen 
come forward? You gentlemen both have statements. Do you 
want to read your statements or do you want to put them in the record 
and speak from the statements? What is your pleasure? 

Mr. Ouson. I have a short statement. 

The CHarrMan, What is your pleasure? You may proceed in your 
own way. 


STATEMENT OF J. L. OLSON, AMERICAN MEAT INSTITUTE 


Mr. Orson. My name is J. L. Olson. I am vice president of 
George A. Hormel & Co. I am representing the American Meat 
Institute, which is a trade, research, and educational association 
of the meatpacking industry. The institute has a membership of 
more than 500 meatpacking companies and susage manufacturers, 
of all sizes, located throughout the United States. This group of 
companies processes and distributes approximately 80 percent of the 
meat produced commercially in the United States. 

We appreciate the opportunity of presenting our views on standby 
price-control legislation to this committee. In this testimony, I 
should like first to review briefly for the committee some of the more 
serious defects of direct price controls as we have seen them under 
OPA and OPS. _ I should like also to touch on some of the specific 
reasons why we think standby price controls would be particularly 
harmful to the livestock and meat industry. 

While this testimony is, as you might expect, in opposition to direct 
price controls, this does not mean that we, in the meat industry, are 
in favor of inflation. We think that the control of inflation is neces- 
sary. For this reason we have invited Dr. Herrell DeGraff to present 
his views regarding indirect methods of price controls during periods 
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of inflation. Dr. DeGraff is professor of food economics at Cornell! 
University, and his opinions in this field are highly respected 

I think almost everybody, individually, is in favor of controls 
specificall price controls Whv? Because the conversation and 
the discussion about price controls is interpreted by most everyone 
as keeping the price of something, or anything they buy, down. A 
most universal habit we have in the United States is spending money 
A kid knows where to get the biggest ice-cream cone for his nickel o1 
dime We now that one soft drink company advertises ‘‘twice as 
much” for your money. So let’s sum it up and say that every on 
of us, aS an In lividual, likes price control, selfishly, for eVel vthi ir We 
buy 

Similar! , tor evel thing Wwe ll whether it may he our ph 314 
effort or mental effort or a product which we make, we all, even vo 


as a Senator, and I as a vier president, love to sell our product at th 


hichest dollar 


So I say to vou, all of us, including Republicans, and particular! 
our Republi an WIVeSs universally like to buy anything or evel vthing 
wholesale, or at a sale, or ¢ heap Price control is supposed to be thi 
greatest deal of all 


How does price control work? If there are 4 customers Wanting 
a chuck roast and only 3 chuck roasts, without price control thi 
butcher selling those chuck roasts will a ljust the price so that 3 of 
those customers will pay the price and the fourth one will change he: 
mind and buy something else. Under price control, if the butches 
is honest, the three customers liked best by him will get the chuck 
roasts; the fourth one, who probably doesn’t deserve it, won’t get it 
If he doesn’t believe in price control except on things he buys, he may 
in many ways sell those three chuck roasts for the highest dollar 
One butcher may decide that the woman who has the biggest pile of 
groceries before she gets to the meat counter is entitled to a chuck 
roast; another one may decide to weigh it incorrectly; still another 
one may put the competitive price on, regardless of price control. 

The one who by any means evades or circumvents price control has 
made more money on those three chuck roasts than his meticulously 
honest competitor who lives up to every intent of the controls. So, 
if you please, we have a premium on dishonesty. On that point alone, 
our governing bodies should throw out controls It seems to me all 
agencies of our Government should design laws which help build an 
honest, moral nation The search should be endless for Ways and 
means of reducing the encouragement of dishonesty on the part of 
citizens 

Let’s jump from the three chuck roasts to the farmer selling cattle 
for slaughter Without controls he has a choice of places to sell—a 
sale barn, possibly a local dealer, a country buyer for a packinghouse, 
and our large terminal public markets. What happens to him when 
4 people want 3 chuck roasts? Obviously, they come from cattle, so 
the same situation prevails as we described in the butcher shop. 

The buyer who is scrupulously following the regulations can pay 
the least for those live cattle of any individual who may bid on them 
at any point of sale the farmer desires. There is no use kidding our- 
selves; the honest farmer who would deal only with the honest buyer, 
whether it be local dealer, sale barn, packer, or what have you, would 
receive less than his less meticulous neighbor. Under the OPA and 
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OPS. there was nothing whatsoever wrong in the owner of livestock 
elling it at the highest possible dollar, but there were many farmers 


who didn’t want to sell to people who were violating governmental 


eculations In fact, we had farmers who asked our buvers very care 
fullv whether or not we were engaging in any black-market operations 
pelore they decided to sell us their cattle All such livestock growers 


farmers, if you please—financially prospered less than those of thetr 
iehbors who had no such seruples 

We could go on endlessly tak ing’ the effects on the industry as a 
whole, or pointing out facts such as those we have mentioned, which 
are understandable by all, and the answer is always the same—dis- 
honesty pays big dividends; price control puts a premium on dishon- 
esty. We can subscribe to no part of it, 

Under OPA it was discovered that there was a barrel of money in the 
black market, not only in the meat business, but in many other lines 
as well. How much money was made we “think would be quite in- 
teresting to know if we could examine the true results of real black- 
market operators, which, of course, none of us will ever be able to do. 

Does anyone question the statement that there was a black market? 
From Hormel & Co.’s experience in the beef end of the operations, for 
which I am responsible, there must have been something, because 
under OPA, during | week in September 1946 we slaughtered 212 
cattle, whereas our normal kill was 3,500 cattle weekly. Under 
OPS, our worst week was in June 1951, when we killed only 494 cattle 

| don’t know how other people run their business, but I do know 
that Hormel & Co. attempts to run its business and have it grow, and 
that we worked in every way our organizs ation knew how to work, and 
still we were unable to buy cattle in competition with somebody in the 
weeks we have mentioned. I know that my job and the job of a lot 
of other people, all of whom are part of the managing force of our 
company, involves a constant striving to build the business. If 
are successful, we will continue in business the same as you gentlemen; 
if vou are successful in your campaign planning, you will continue to 
be Senators. You don’t succeed by letting someone else take you out. 
We didn’t succeed when the black market took us out, 

Under OPA, black-market operators learned their trade as thor- 
oughly as a successful gambler. In the years following OPA they 
dreamed of an opportunity to do a better job. Therefore, when 
OPS started, businessmen professionally experienced in the art of 
black-market operations waded right in. They didn’t have to learn 
the trade like they did under OPA days, so over the shorter span of 
time of OPS these dishonest people certainly prospered very well at 
the expense of every honest citizen. 

Let’s go back to those three beef chucks. The minute controls 
were snapped on, in addition to the 4 buyers, another fellow showed 
up, one who didn’t want the chuck at all, but who bought it to make 
money on it. What was the result? With only 3 roasts available 
for the 4 women, we now have only two. What’s the result here? 
The actual shortage was artificially increased into a greater shortage 
The greater the shortage appeared to be, the higher the black- 
market price. 

The opportunist who got the extra chuck operating on the black 
market keeps the artificial shortage there just as long as he can to 
his own financial gain—no other interest, cold dollars and cents. 
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When this shortage ceases to be an actual shortage, and he discovers 
that he can no longer sell merchandise at black-market prices because 
there are 5 chucks for every 4 customers, he throws his chuck in 
with the 5. Now there are 6. What happens? 

The black-market operator goes to Florida, or to Mexico, or what 
have you; at least, he goes out of business.. And because he has 
thrown his chuck in with the rest of them, the market goes down 
farther than it should. If you don’t think it does, go into business. 

In January 1951 hides were at the ceiling, and every Tom, Dick, 
and Harry who thought he could make a fast dollar was buyi ing hides 
at the ceiling price. The hide market stayed in that condition until 
something happened. Apparently there were enough or more than 
enough. And what happened? Over a period of 6 months’ time the 
speculators, or gamblers, or whatever you want to call them, dumped 
the hides they had purchased, along with the natural supply of them, 
and the hides went to one-third the ceiling price. I don’t think 
anybody would question the statement that hides went down much 
lower than there was any reason for them to go had it not been for 
the situation we have described. I think by now those black-market 
hides have all been absorbed and we have a market operating under 
the law of supply and demand. 

Let’s go to live cattle. Inspired by the opportunity presented 
because of OPS, many live cattle were bought and owned, during the 
OPS period, by people who are not normally in the cattle business. 
I mean city folks, who know nothing about cattle but who, primarily, 
had heard of the possibilities of tremendous profits in some phase of 
the cattle business under OPA and wanted to get a cut-in under OPS. 
What did they do? They made up an artificial source of demand. 
They bought the third chuck—on the hoof, of course—making the 
shortage of cattle to the people who normally bought feeder cattle 
or range cattle greater than it was, resulting in those people who 
make their living from some phase of the cattle-raising job having to 
pav higher prices than they would have without controls. Don’t 
misunderstand me. There wasn’t anything illegal about anybody 
buying those cattle, but the reason they bought them was primarily 
because of the situation created by controls. The result was damage 
to the people who are the backbone of the cattle-raising business. 

Again, when they saw they made a bad buy 1 year, they said, 
“Well, it’s deductible on my income tax return.” It was. I think 
some of them have gotten all of the deductions they want. What was 
the result? They dumped their cattle. And, in my opinion, they 
have been partially responsible for the cattle prices dropping as 
precipitously and as far as they have. I think all will agree that cattle 
prices were too high and they needed to come down, but I am only 
saying they have come down too fast and too far and have hurt, again, 
those people who make cattle raising their lifework. They have been 
hurt in large numbers because of the controls. 

Controls distort to a greater degree the actual price levels of beef 
than the law of supply and demand operating freely, regardless of 
shortages or surpluses or emergencies that may arise. To me, they 
are one of the greatest hallucinations which have been developed under 
the New Deal and the Fair Deal during World War II and whatever 
you call Korea 
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OPS was a greater calamity than OPA. Why? Because with the 
experience gained under OPS, the professionals were able to do more 
damage in a shorter period of time and with fewer actual difficulties 
than were probably present during OPA. A third trial, and they will 
do a better job of distorting and wrecking every decent citizen and 
every decent business. We can’t see any reason why we should have 
price controls on livestock and meat under any kind of an emergency. 

Up to this point I have attempted to describe how direct price 
controls adversely affect the livestock and meat industry, and even 
the country as a whole. It is in the context of this experience that 
the desirability of so-called standby controls must be appraised. 
Generally speaking, a set of controls maintained in a state of readiness 
to meet prospective economic emergencies would surely seem to be a 
logical and constructive step, providing those controls have proven 
effective in the past. But of what value can standby controls be 
when all past experience has clearly demonstrated their unwork- 
ability? 

The livestock and meat industry certainly is a case in point. Putting 
an unworkable set of controls on a standby basis, to be used during an 
emergency, presents danger to the economy through the inefficiency 
it will create and the confusion it will compound at the very time 
when it is of prime importance that these factors be minimized. 

There is still another consideration in appraising standby controls: 
The mere existence of these controls on a standby basis would surely 
tend to discourage livestock production. Biological limitations make 
livestock production a rather long-term process; in the case of beef 
cattle, for instance, 3 years can easily elapse between the time that 
the initial production decision is made, and the subsequent marketing 
of the cattle. Under free market conditions, some risk and uncer- 
tainty is, of course, involved in such a relatively long production 
process; but the producer has become accustomed to take them in 
stride. However, experiences with controls during the past 10 years 
point up the fact that, producers have learned to view artificial 
tinkering with the price system as something entirely different from a 
normal market risk. Arbitrary establishment of price ceilings and 
possible price rollbacks add a staggering degree of uncertainty and 
risk to the livestock-production problem. 

Under a system of standby controls, absolutely no assurance can 
be given the livestock producer that they will not be placed in effect 
at some unknown level at some time during his long, drawn-out pro- 
duction process. Added risk and uncertainty would surely discourage 
livestock and meat production, which would, in turn, have the twofold 
effect of adversely affecting the earnings of the livestock producer and 
also, as a result of reduced supplies, increase the price of meat for the 
consumer. 

Experience has shown that when a price freeze is imminent, many 
businesses attempt to get their house in order by raising prices so as 
to have as high a base as possible. This obviously adds to the upward 
tendency of prices under such circumstances. At the same time, 
businesses which refrain from making their upward price adjustments 
have found themselves severely penalized by the subsequent price 
freeze. 

Similarly, there certainly would be a repetition of 1950 when many 
consumers and businesses rushed to buy goods in anticipation of later 
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shortages and other inconveniences which would be brought on by 
price controls and possibly rationing. 

While one may argue that this is exactly the thing that standby 
controls would eliminate by their quick application, we think it Its 
entirely more likely that their presence in the picture would set off 
even greater waves of scare buying, hoarding, and curtailed marketings 
than has occurred in the past. The very nature of the setup would 
be such as to stimulate leaks and rumors as to possible Government 
action on any significant price rise, which would magnify rather than 
reduce price instability. 

We can well imagine a situation in which every news letter in Wash- 
ington would be trying to guess the level of prices at which ceilings 
might be imposed on hogs, for example. And you can rest assured 
this would do more harm to the production and marketing of hogs 
than it would do good 

Another serious possibility of such legislation is the likelihood that 
a price freeze would be “triggered off’? when completely unjustified 
The repeated faulty forecasts of mounting inflation by Government 
officials during the past 2 years is a case in point. Unless Government 
officials are able to improve to a marked degree in their ability to see 
what lies ahead, we could conceivably find ourselves in another con- 
trols met even un price levels declining. 

The CHarrMs Are there any questions, gentlemen? 

mal eee \TER. That last statement of yours, | think, is an 
important statement, not particularly to this committee, but to other 
Government agencies 

Did you find, for instance, in the period immediately following the 
war any forecast of a depression of major proportions or major un- 
employinent from your own economists? 

Mr. Otson. You are referring to 

Senator GoLpwaTER. | mean, the people that you use to advise 
you. In other words, did you feel from your experience that there 
would be a major disaster in this country following World War IL? 

Mr. Ouson. Yes, I think that was quite generally the feeling 
amongst the economists. 

Senator Gotpwater. Wasn’t it true, though, that the first indica- 
tion of that came from Government economists? Didn’t we heat 
about 8 million unemployed, or some such figure as that in Wash- 
ington? Did not our own economists in the free market state that 
production would not allow any major depression? I bring that up 
because I feel the great confusion of statistics that I gathered at this 
level has caused a lot of this concern which you Worry about. 

Mr. Ouson. I did not want to blame that forecast on the economists. 

Senator GotpwarerR. On the Government economists? 

Mr. Otson. Any economists. 

Senator Gotpwater. You may be bashful about it; I am not. | 
am glad you mentioned that, though. 

Mr. Ouson. It was certainly a colossal mistake. 

Senator GoLpwarenr. It is a study we are starting now on the Joint 
Committee on the Economic Report, to see just what has happened 
to the use of figures at that level. It certainly does not concur with 
the figures collected at the level of business. [ am glad you brought 
that out 
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The CuarrMan. Mr. Olson, your position is that even in an extreme, 
big emergency, or an all-out war where the Government is taking, 
let us say, 50 percent of the national product, even then price control 
would not work on the cattle or work on livestock? 

Mr. Ouson. That is right. 

The CuarrMANn. Even under those circumstances? 

Mr. Ouson. Yes, sir. 

The CuarrMAN. And your experience with OPS and OPA is your 
proof that it would not work? 

Mr. Oxson. That should be some proof. 

The Cuarrman. I say, that is the proof that it will not work? 

Mr. Ouson. Yes, sir. 

The CuarrMan. In other words, you think that if the time ever 
comes in which it might be necessary in a big emergency or a big war 
to control consumer goods and raw materials, that even under those 
circumstances than in the case of the livestock industry, rather, meats, 
the country would be better off if they were not controlled? 

Mr. Oxson. I think without a doubt that is correct. I think that 
the controls of all kinds that we got used to having, rather, that we 
suffered under, are still hallucinations. It applies to more things 
than the livestock industry. 

The CHarrMAN. Your position is that it is inherent in the production 
of livestock that even under a big emergency the Nation would be 
better off and that they would get more meat and lesser prices if they 
were not controlled? ‘That is your position? 

Mr. Otson. They would get more meat, that is right. 

The Cuarrman. At a lesser price? 

Mr. Oxson. I think they would get it at a lesser price. 

The CuarrMan. You have taken that position consistently here for 
a number of years? 

There is a bigger difference, of course, between the production of 
meat than there is in the production of automobiles or other consumer 
goods. There is not any question about that at all, because when 
you get into war you take a big percentage of the steel, aluminum, 
and the scarce materials which are used in the war effort; whereas in 
foods, meats, you still have the same number of people, and whether 
you feed them in the Army or feed them at home, there is not a lot 
of difference. 

The only difference might well come if your Government was 
called upon, of course, to furnish great quantities of meats and food- 
stuffs to their allies for people in other countries. Then you would 
have an additional burden upon the food industry in the United States. 
If they were not called upon to do that, the consumption of food, I 
presume, would be about the same, whether a man is in the Army or 
at home. 

I have been here for 8 years and that has always been the big argu- 
ment. As I said yesterday, a good case could be made for it. That 
was one of the purposes of standby control legislation, that you people 
in the industry might, under conditions in which you were not under 
pressure, come in and convince the Government that under any setup 
in the future, meat might well be exempt. My fear in this whole 
business is, if we get into a big emergency next October or next 
January, regardless of when we get into it, this Government, whether 
you like it or do not like it, and whether it is right as to whether they 
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do it or is not, that the Congress of the United States and the adminis- 
tration would again reimpose price, wage, and rent controls and put 
you right under it. They would do it under pressure. Then you 
would have the repetition of experience that you had under OPA and 
OPS 

The question is, is it better to prepare for it in advance and know 
what you are going to do and try to make your case when we are not 
under pressure, or is it better to wait until you get into the emergency 
and the l hav e the ( ontrols and reculations put on, put on hurriedly? 

Mr. O_son Why put them on? 

The CHarrRMAN. You are not being realistic about it. Let us go 
on the prem that the Government is roing to do it. | am just as 
confident as I am of sitting up here that they are going to do it. 

Mr. Ouson. I, as a citizen, think they are wrong. They have tried 
them twic 

The CuarrMan. I do not question that. 

Mr. Ouson. It is just a hallucinatio 

The CuarrMAn. My point is, would we be better off to try to come 
to a decision now or a decision after study ing this matter when we are 
not under pressure that they should not put it on, if and when this 
big emergency arises. That is my point. 

As it stands now, and if we do nothing about it, we do not even 
study the problem and if you have not convinced the Members of 
Congress and the administration and those running it, and you get 
into this big emergency, they will immediately slap it all on, including 
livestock 

The question is, should we come to some very definite decisions 
? One of those decisions might well be, 
when the emergency did arise, we would not control meat prices. 
I want to say this to you: I can make a good argument against ever 
controlling meat prices. 

Mr. Ovson. Why not get a new idea and throw the controls out? 
They never did work. Iam asking you. This is 1953. 

The Cuarrman. I am trying to deal with one set of facts and you 
are dealing with another set of facts 

Mr. Otson. That is right. If we want something to prepare for 
an emergency which might arise, why don’t we study ways and means 
of quickly increasing the production of meat and livestock, so if the 
emergency arises where we had to feed people besides our Own, Wwe 
would have plans for increased production. 

The CuarrmMan. That is exactly what we have in mind. 

Mr. Ouson. Standby controls do not do it. The controls that we 
had certainly did not do it. All they did was put a premium on 
dishonesty, and I don’t care to what degree, whether it is 5 cents or 
$500. It depends on where you are and how big your opportunity 


is. 


before the emergenc arises 


I cannot understand how the Government can come along and put 
in a system of controls which they know increases the dishonesty of 
somebody. 

The Cuarrman. They did it twice. My best judgment is that 
unless we give a lot of thought to it, and analyze and made a good 
case for it and work at it at the moment, when we are not under pres- 
sure, if you get this emergency that we hope will never come, but it 
might well come, that they will put you under controls again. 
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That is my position, and the only reason I am taking the time that 
[ am to get into this matter, is to avoid and to eliminate during the 
next emergency the things that you, as well as most other business 
representatives, have objected to in respect to OPA and OPS, 

If you would rather take the position that we will just wait until 
this emergency strikes and then try to correct the inequities that 
existed in OPA and OPS, you certainly have the right to take that 
position. That is one thing. Lp 

| would rather prepare for it, myself, in advance. Whether it is 
rieht or whether it is wrong, if we get oa a ates emergency tomorrow, 
or get into it at anytime in the future, if we have not made the neces- 
sary plans and if we have not fought and argued this out and coa- 
vinced the President of the United States and Congress that even 
though this big emergency does come, that the Nation would be 
better off by keeping price controls off the meat industry, my best 
judgment is you would get them and get them quick. 

Mr. Oxtson. I happen to be a Republican, and since we had the 
Democrats running the controls during World War Il and up until 
now, we could blame it on them. But I will have to admit that I, 
or any other Republican, could do no better. They do not work. 

The CuarrMan. I can agree with you in many instances. I can 
make a good case that they ought not to be imposed on livestock. 
But my point is that unless we do something about it now, they will 
be. Isn’t it better to do something about it now and convince the 
people now that they ought not to ‘be imposed, if they ought not to 
be imposed when the time comes, than to wait until the emergency 
strikes? 

For example, we had an example yesterday of the Russians shooting 
down an American plane. Suppose they had shot down 4 or 5 and 
our boys had shot back. You might well start another world war 
and today we might be scrambling around here. If we had no 
legislation of any nature, we certainly would be under pressure; 
would we not? 

Mr. Oxson. Price control is just like creeping paralysis. They 
have complete control; we are fighting Russian communism. Why 
not run in the other direction as fast as we can go? 

The Cuatrman. We are agreed on everything except to prepare and 
plan for this emergency in advance and to come to some very definite 
conclusions in respect to it as to what we are going to do, if and when 
itstrikes. I think that is the only point of difference between us. 

Mr. Ouson. If you prepare and plan, as you are recommending, 
for standby price controls, then you are just continually going to 
want to try it out to see if it does not work. It is just like a kid that 
practices football. He wants to get into a game. It is alike a boy 
with matches. He will set a fire some day. With standby controls, 
you would have to see how they would work some day. I think 
it is terrible. They never worked and never will work. 

The CuatrMan. I do not think you can say that in my instance. 
I certainly have been against controls and have voted against controls 
I voted against them last July. If they had followed my vote, they 


would have gone off last July. I have not taken that position, and 
I am not taking that position today. I am trying to be realistic 


about it and you are not. 
Mr. Ouson. I would like to agree with you. 
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The CHarrmMan. What you are saying, in substance, is this: That 
the Congress, that the administration, regardless of who they are, 
if you get into a big world war III, you are saying, I presume, that 
they should not again reimpose price, wage, and rent controls? 

Mr. Oxison. | am saying that they should not. 

The CHarrMaANn. You are saying they shouid not? 

Mr. Ouson. That is right. 

The CuairmMan. My experience, knowing Congress as I do, tells me 
they will. Maybe they should not. I might well vote against it, 
because I certainly have on a number of occasions, and I have the 
courage to stand up for my convictions. I might well vote against it, 
but I am just as confident as I am sitting up here that they will. 

The question is, if you are convinced they will, isn’t it better to 
prepare for it in advance and have the industry itself come in and 
make a record and at least try to eliminate the weaknesses? In your 
instance, you feel so deeply about it, shouldn’t you try to convince the 
people who might well be running the business that they would be 
better off if they left meat completely out of it? 

Mr. Ouson. Senator, | am going to work as a member of the organ- 
ization I belong to, and as an individual, work endlessly to convince 
you and other representatives of ours here that they should think 
differently, that controls do not work, have not worked, and will 
not work. 

The CHArrMAN. You mean on livestock? 

Mr. Ouson. On anything. On livestock. It shows up the most 
ridiculously on the meat business, because the price changes every day 

The CuarrMan. You feel, if we got into a war as big as World War 
II, where the Government was taking a large percentage of our steel, 
our aluminum, or our copper, our zinc, and all other materials, leaving 
only about half of it for the civilian use, you would not bave to ration 
it or would not have to control the price? 


Mr. Otson. I do not know enough about that. I think that could. 


be handled. I know in the case of beef, in World War II, in order to 
get the beef for the Army before the blackmarket took the legitimate 
packers out, they wrote a set-aside order and the Army got their beef. 

The Cuarrman. You feel if the time came when we could only build 
half as many automobiles as we are building today for civilian use 
you would not have to ration and control the price of those? 

Mr. Ouson. I would have every governmental agency working on 
ways to accomplish it without having price controls, because it 
accomplishes nothing that way. I do not have to go out of Austin to 
give you an example. I can tell you of a food-market dealer who was 
honest and he is out of business. To my knowledge, he did not take a 
single dime. I can take you into Austin and show you a fellow I have 
known all my life. He started with a one-pitch roof garage selling 
cigarettes and newspapers on Sunday, and he now has a big super- 
market in Austin, and he was black as the ace of spades during the 
war. That gvoes on all over. 

[t is not quite fair that the people, the people who believe in obeying 
the laws which you fellows put out, should suffer. We should not 
create situations like that. That is what we are fighting. We are not 
fighting anything else. I do not know why they have my kid in the 
Army if it is not that. 

The CuarrmMan. You and I are in agreement——— 
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Mr. Otson. I know that is why my parents came to this country. 

The CuarrMan. | think | am being a little more realistic about it. 

Mr. Otson. I think sometimes people in this country who have 
lived in this country for some time do not realize the situation and 
forget why their ancestors came here. Everybody came here to get 
away from controls, whether religious or not. 

The CHarrRMAN. You missed the point. We are only talking about 
controls when we are engaged in a big war that would take anywhere 
from 30 to 50 percent of the national product. You are getting 
completely away from the subject. I do not think you have a right 
to do so. 

If vou want to take that position, you have a perfect right to do so, 
that if this Nation got into a big war tomorrow and the Government 
was taking 50 percent of the materials, that under those cireum- 
stances we would not need price, wage, and rent controls. You have 
the right to do it. You are taking the position we are interested here 
in controls in peacetime and controls that are not needed. 

Mr. Otson. No, | am not. 

The CaarrmMan. When the Government is not taking a big per- 
centage of our national income. That is not what we are talking 
about at all. That is just not what we are talking about. No one 
wants controls continued at the moment. The ‘Vy are not needed, and 
they are going off. I hope they stay off forever. 

| hope there is never an emergency that makes it necessary for the 
Congress or the President to even consider putting them on. We are 
at war in Korea. We did have one of our planes shot down yesterday 
over Germany. They tell us that we may well get into a third world 
war, and that we are fighting a Communist thing. If those things 
are true, | think we ought to prepare for it. 

Mr. Ouson. I think so, too. 

The CHarrMANn. We gave the President of the United States a 
standby-control bill on manpower. He can take zero men next 
month or take a million, or he can take 10 million. You are in favor 
of that; are you not? 

Mr. coon. Without studying it, I better stay out of it. 

The CHarrMan. My point is, it is a standby bill on manpower. 
Your boy and my boy, and every boy, comes under that. You gave 
the President the blanket right to take them. You have a standby 
bill here on national defense. We gave the President of the United 
States the right to build X number of planes, guns, and ammunition. 
The question is, ought we to prepare ourselves under a dire emergency 
for rationing and price controls on the domestic economy. That is 
the question. It is not that anybody wants controls in peacetime. 
I do not want them. I am against them. 

My best judgment is if the President of the United States had taken 
action when the Korean war started, in 60 days’ time the Congress 
would have come to the conclusion we did not need it and you would 
never have had an OPS during the last war. It is the shock of an 
emergency that upsets the people and upsets the Congress and upsets 
ever rybody else. During that period is when you get your bad 
legislation. At least, that is my observation. 

‘T can be just as wrong as I think you are. I have been wrong. -I 
certainly have made mistakes in my lifetime. I may be making one 
in my position with respect to this. I hope to God that history does 
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not prove me right or wrong, because I hope we never get into an 
emergency that makes it necessary to do this. But I do not want 
anyone to take the position that we think controls ought to be con- 
sidered at the moment. I am frank to say to you, and I know the 
subject pretty well, if Congress, in their wisdom, passes this 90-day 
freeze bill and we get into a big emergency and the President invokes 
it, and then the Congress goes into session to decide what they want 
to do, if they think they can control it by indirect controls, analyze 
the production facilities of the Nation, the extremeness of the emer- 
gency, and decide what they might do, I might well vote against 
controls on meat, with the experience we have had in OPA and OPS 
and your arguments. At least, I might vote against it for a period of 
time to try it out. Because I agree with you it has worked very, very 


badly. But those are the things I am talking about that we should 
consider and consider now rather than later. ‘That is all we are trying 


to do in this standby legislation. There is no more or no less. That 
is the position we take. 

Of course, some people think we ought to have a bigger standby 
organization than others. Others think we should not have any. 
Others think maybe the Department of Commerce can handle it. 
That is the purpose of these hearings, to prepare ourselves for any 
eventuality. 

[I went through this Korean business and stayed up nights and 
days working on it. If I thought the Congress and the administration 
would not do anything under this extreme, big emergency, then 
there would be no use of our being here today at all. I know the *y will. 
I am confident they will. They might well do it without my vote, too, 
because if you look at my record, you will find I have voted against 
controls. 

We want you to say exactly how you feel. That is the purpose 
of these hearings. 

Senator Gotpwater. I think maybe the committee might be 
missing a point, Mr. Chairman, also. These men have been coming 
up here and practically unanimously saying they do not want controls 
at any time. You made a remark about the cause of the panic at 
the start of the Korean war. I would like to extend that a little bit 
in my remarks. 

Between 1939 and 1950, through the second quarter of 1950, our 
purchasing power in this country had risen about three times. In the 
same period of time, our manufacturing or productive capacity had 
only risen about 70 percent. One of the biggest reasons it only rose 
70 percent, frankly, was price control. We upset the intricate balance 
in our law of supply and demand, and we found at the end of World 
War II liquid assets of about $257 billion in this country, between 
that and $260 billion. 

All of a sudden the war was over and people went out and bought. 
They wanted to spend this money. Then along came World War II, 
rather, along came the Korean war. We still found ourselves in a 
highly liquid state as far as assets were concerned. Savings were high, 
bond hok lings were high, and production had only started to rise. 
So the impact we felt at the start of the Korean war was not caused 
entirely by the psychology of another war coming on. It was caused 
by pent-up inflation that the C ongress and the Preside nt, through the 
enactment of control legislation, had not disipated, had not allowed 
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production to proceed at a normal rate. On that one point alone I 
think we condemn the whole idea of price controls during any period. 
I do not care if it is the direst emergency or in peacetime. I would 
like to call to your attention this one fact. But before I get to that, 
[ want to go along this way one moment longer. We have not yet, 
in our discussions, considered legislation that will attack the cause of 
this trouble, which is inflation. I dy pointed out to you that we 
found the country with $257 billion or $260 billion at the end of World 
War II. No real intelligent effort was made during World War II or 
during the Korean war to do anything about the excess of billions of 
dollars we had in this country. That is why we had black markets. 
That is why we found inflation not creeping up, but jumping by leaps 
and bounds. 

I maintain, and | think I am backed up by most economists, that 
had the law of supply and demand been allowed to run, despite the 
war, and had the war been on a pay-as-you-go basis, by proper taxation 
by selling bonds, by refraining from borrowing money from the Federal 
Reserve System, we would not find ourselves in the period of inflation 
which we are in at the time. 

I would like to make one remark which I think is significant. 
Every single country in modern history, every single one without 
exception that has had runaway inflation has had price control. 1 
think these men come here with a justifiable theory. I do not think 
we are discussing legislation that is aimed at standby legislation or 
maybe termed ‘‘shelf legislation.”” They are telling us that they do 
not want price controls. I think they are backed up by the hundreds 
of thousands of businessmen in this country, and by the last election 
I think they are backed up by the people of the country. 

The CHarrMan. The Senator is not saying that these businessmen, 
the people of the United States, if we get into a big war where we 
might have 20 million men under arms and we are taking 50 percent 
of our national product for war purposes, under those circumstances 
the people do not want price, wage, and rent controls? 

Senator GotpwatTerR. I will say ‘this one thing—it is plain to me 
from their testimony—if that situation arises, they want the Congress 
to determine that period, not the President or any group of advisers 
around the President. I think I can say this as a businessman. If 
the businessmen of this country felt that the Congress retained that 
power, I think they would go happily on their way. 

The CuarrMan. The Congress does retain that power. 

Senator GoLpwatrR. Not under this legislation. 

The CHairmMan. The Congress will be passing the contro] legisla- 
tion, the 90-day freeze. The Congress, the first day they are in 
session after it takes effect, can by concurrent resolution repeal it. 
At the end of 90 days it automatically expires unless Congress takes 
action. 

Senator Gotpwater. That is the part the business people have 
said they do not like, the standby or any type of control. 

Senator Leaman. It is perfectly true, as Senator Goldwater has 
pointed out, that all the groups that have appeared before us the last 
several days representing business have opposed any kind of price 
controls, including price freeze and standby controls. 

I do not recall many, if any, consumer groups that have taken that 
position. I think they, themselves, realize very fully the importance 
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and the necessity of keeping a check on prices in the event that an 
emergency should make a decision on this necessary. We all hope it 
will not. There is certainly more than a remote possibility it will. 

The witness has very categorically stated that price controls have 
never been effective and never will be effective. 1 do not believe the 
records bear out that statement in the slightest degree. I recall very 
well that when we got into World War II, at the end of 1941, it took 
some months before adequate control machinery could be set up. It 
was during that period of several months that there was a tremendous 
increase in the cost of living, a very great increase. 

After a period of study and experimentation and trial by error, 
effective machinery was set up. You will recall that for the remain- 
ing years of the war the increase in the cost of living was relatively 
small. There was an increase. But in comparison with the increase 
that had taken place prior to that time, the increase was small. 

Then, when price controls were taken off in 1946, you will recall 
there was again a very great increase in the cost of living. It leveled 
down, then, around 1948 or the beginning of 1949. Then we got to 
Korea, June 25, 1950. The minute that happened, prices started to 
shoot up. You will recall that it took Congress 3 months or nearly 
3 months to pass control legislation. Then it took the Executive 
another 3 or 4 months to make that control mechanism really effective. 

It was during that period that the great increase in the cost of 
living took place. After the controls really became effective as a re- 
sult of the efforts of Congress and the Executive, which took 6, 7, or 8 
months, again the rate of increase became almost negligible in com- 
parison to “the ve ry great rate of increase that had taken place during 
the period of 7 or 8 ‘months when we were in the course of preparing 
for the emergency. 

I do not think the witness has in any way demonstrated that when 
an emergency arises, price controls have not been effective. They 
have been effective. 

When they did not exist, the cost of living went up very sharply. 
There is no doubt, whatsoever, as the chairman has pointed out, 
if we come on to this situation of an emergency, and I again want to 
say that in my opinion it is not a very remote possibility, that it 
would take months of debate, possibly, in Congress, as it did in 1950 
to work out even the legislation necessary, and thereafter, if studies 
have not been made, it would again take many months to put the 
mechanism into effective operation. 

It is that thing which I think the chairman is anxious to avoid. 
I support him very strongly. I hope we never will have to invoke 
price controls again, save in very scarce materials, some of which 
still should be controlled, in my opinion. I also hope we will never 
have an emergency arise which would take 30, 40, or 50 percent of our 
production. It may come to us. We have had men testifying here 
before this committee that the situation from a world standpoint 
has not improved in the last 12 or 18 months. There is no assurance 
that it will improve in the next 6, 12, or 18 months. 
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If that situation arises, unless we are prepared, unless we plan, 
unless we have studied and know where we are leading, you are going 
to have exactly the same situation you had after Korea, only in my 
opinion on a much intensified plane. 

Mr. Oxson. First of all, I said in my prepared talk, and I believe 
it, that most people are in favor of price controls. I asked my wife 
that. She was. She has changed her mind, I guess, because she has 
heard me talk about it. 

This is the way she answered. She said, “I think we are all in 
favor of price control until we understand it.’”’” You mentioned that 
at the end of OPA the price went up very tremendously, we will say, 
on meats, and at the end of OPS they were down before OPS was 
thrown out the window. They have gone down further on beef, 
without any doubt, because of OPS. What I am pointing out there 
is just what Senator Goldwater said, that it distorted things and does 
distort things. There was a sharp upturn in 1946 at the end of OPA. 
That upturn was not as sharp as it appeared to be, because if you 
went to buy beef in the black market, if you please, the price in the 
black market was as high as when controls went off. It was not 
official because it was black market. 

You say that everybody benefited. I came down to Washington 
a few times during wartime. One time I visited a sister of mine whose 
husband is a chaplain of the Navy and happened to be on the U.S. S. 
North Carolina. I said, ‘‘How are you doing?” She said, “I can’t 
find any meat.” 

I said to her, “Have you got any ration points?” She had a fistful 
of them. Controls never work. The greater the emergency, the 
greater the distortion. 

Senator Payne. I wonder if I might ask you this question. On 
page 4 you make reference to the black-market situation and to the 
low number of cattle that were slaughtered by you in 1946, September, 
and then, also, a comparable period i in June 1951. 

Would it be proper for you to submit to the committee for the 
record, perhaps, a longer period of time showing month by month 
the slaughter operations; or is not that a proper thing? 

Mr. Ouson. For our company? 

Senator Payne. Yes. 

Mr. Otson. Yes. We will give you slaughter by weeks for 10 years. 

(The figures referred to follow:) 
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Senator Payne. One of the other matters I would like to ask is this: 
At the bottom of page 7 you state: 

There is still another consideration in appraising standby controls. The mere 

existence of these controls on a standby basis would surely tend to discourage 
livestock production. 
That same statement, in effect, was made yesterday by one or two 
other witnesses who were before the committee. Yet, on the presenta- 
tion of information that was submitted to the committee yesterday 
by one of the gentlemen who opposed it, there was shown that the 
total livestock available actually increased during the period during 
which controls were on, both during World War II and during the 
period in which the Korean situation developed. I am wondering 
how we reconcile that? 

Mr. Ouson. During the Korean situation I do not think there was 
any doubt but there were additional buyers buying them. I do not 
know whether you would call it speculative or not, but it certainly 
looked like it, anticipating some easy profits on cattle. So the mar- 
keting pattern was certainly distorted during the period of OPS. 

Senator Payne. But production did go up? 

Mr. Ouson. The increase in the number of cattle went up. That 
is a little out of my realm of thinking, because apparently the cattle- 
number cycle goes in cycles. I think you would have to think that 
out a long way in order to discover why. 

Senator Payne. I was interested because it showed a fairly sizable 
pickup during the period of control during World War II, and then it 
started to slump off again shortly after the relaxation of controls 
following World War II, and then strangely enough it started picking 
up in production at about the time of the Korean outbreak, which is 
contrary to the impression that has been given by some, that the 
existence of these controls does discourage livestock production. 
Actually, it showed a trend the other way? 

Mr. Ouson. Let me illustrate that statement. The greater the 
risk on a poker hand the more carefully a poker player is with his 
bet; is that right? You cannot deny that livestock raising is a risk. 
You know that in tanning hides it used to take a year and they cut 
itdown toa month. There is a process now where they are trying to 
do it in 1 day’s time. That reduces the risk of anybody in the tan- 
ning business. You cannot reduce the risk in this business. It is a 
3-year risk, if you want to be in the cattle business. You have to 
take it. 

Everything we do increases the risk and would make you and me 
wonder whether we should have them. When you got it reduced to 
the individual, let me say I have cattle, hogs, and sheep. I had a 
fellow who told me I was crazy for still having a dairy. I told him | 
was opposed to this 90 percent of parity that they put on and ex- 
tended for another year. I would even accuse the margarine people 
of fostering that to run the butter people out of business and get their 
foot in the door. It is a terrible thing, for a fellow just kidding you 
for staying in the dairy business. 

You have increased risks. That is what we are referring to. 
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Senator Payne. There is another statement here I would like to 
get clear in my mind. You state again on page 7: 

Generally speaking, instead of controls maintained in a state of readiness to 
meet prospective economic emergencies which surely seem to be a logical and 
constructive step. 

You do qualify it, however, by saying: 


yroviding these controls have proven effective in the past. 
I I 


It so happens, Mr. Olson, without giving you a plug for the industry, 
that we in our family use a lot of Hormel products. We know a lot 
of them come in cans that we use. 

In the use of tin that comes into your industry and in the use of the 
machinery that likewise is used in the canning industry, do you feel 
that without control allocation, or whatever you want to call it, 
allocation is control or vice versa, that your industry would have been 
protected against both price and the ability to secure the raw materials 
to enable you to can your products during those periods? 

Mr. Outson. I do. Let me give you an example on tin. You talk 
about controls. The engineering ability of this country is tremendous. 
It stays that way and increases under necessity. It always has. 
The coating of tinplate for tin cans—I am not going to quote the 
figures—I know is almost nothing now compared to what it was before 
World War II. I think you gentlemen probably know that better 
than I do. It was by new processes that a successful tin can was 
developed which used almost no tin compared to what it did 10 or 
12 years ago. 

Senator Payne. There was a serious threat 

Mr. Ouson. Yes; war is a serious threat. 

Senator Payns. Because the Government was taking so much of it? 

Mr. Ouson. Yes. If we quit studying about controls and study 
something else, we will meet the other emergencies better. I am sure 
of it. 

The Cuarrnman. What is that? 

Mr. Ouson. They have experts on controls in Russia, the greatest 
experts in the world, and that is what we are fighting. 

Senator LenmMan. May I ask you this question, in line with what 
Senator Payne asked you: Even though this wicked control was in 
effect for somewhat over 2 years—those were taken off only a few 
weeks ago, I believe —isn’t it a fact that the cattle population of this 
country is at an all-time high at the present time? 

Mr. Ouson. Yes. 

Senator Leaman. Very much higher? 

Mr. Ouson. Than it ever has been? I do not have any statistics. 

3ut I think it is. It is on an upward cycle. 

The Cuarrman. The cattle population was 68 million in 1940 as 
compared to 93 million, supposedly, at the moment. 

Senator Leaman. I think it has gone up very sharply since 1949. 

The Cuareman. In 1949 there were 78 million cattle. Today, 
supposedly, there are 93 million. 

Mr. Ouson. That is right. There are more things to those cattle 
cycles than price control, if you have ever raised cattle. 

’ The Cuarrman. Thank you very much, Mr. Olson. Let us listen 
to Mr. DeGraff. He is also representing the American Meat Institute. 
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STATEMENT OF HERRELL DE GRAFF, AMERICAN MEAT INSTITUTE 


Mr. DeGrarr. Mr. Chairman and members of the committee, my 
name is Herrell DeGraff. I am professor of food economics in the 
School of Nutrition and the Department of Agricultural Economics at 
Cornell University. I have been invited by the American Meat 
Institute to participate in the testimony the institute is presenting 
before the committee, and gladly accepted the invitation because | 
agree wholeheartedly with the views of the institute in opposition to 
standby pric e controls. 

[ wish to file with the Committee this statement in which I make the 
following points: 

1. In the time of emergency, when the national economy is under 
pressure for maximum produc tion, a mild inflation is not wholly 
disadvantageous. ‘This is because rising prices are an enormous 
stimulus to greater productive effort. Between 1939 and 1944, for 
example, food production in the United States increased one-third. 
The reasons were several. Weather conditions in those years were 
not unfavorable, so that farmers could lay their production plans and 
carry them out successfully. But much more important was that 
during these years the price level for farm products doubled. For 
two decades prior to 1940, farmers had struggled with the problems of 
low prices. Under these conditions they did not improve their 
farming methods as rapidly as our advancing agricultural science 
would have permitted. But under the stimulus of rising prices in the 
early 1940's, they sharply expanded the use of fertiliver and improved 
seed; they bought new and more effective machinery as fast as it 
could be made available; they adopted better soil fertility practices 
and better feeding and breeding practices with livestock. 

Never before in history had agriculture gone through such a rapid 
improvement in production methods. In consequence food produc- 
tion was increased enough to provide for our enormous military 
requirements during the war, to provide additional food to be used as 
an international military and political weapon, and to provide also 
for an upgrading of the diet of the civilian population at home. It is 
almost certain. that without the enormous output of food achieved by 
United States farmers during the war years the war could not have been 
brought to a successful conclusion as soon as it was. And it is equally 
certain that without rising prices for farm products during those years, 
our food production would not have been as great as it was. 

It is not only farm production that is stimulated when prices rise 
Higher prices are a clear call to every business venture to put forth 
more effort. Plant modernization is fostered. Inventory values rise. 
Debts are easier to pay and less oppressive. Sales resistances decrease 
K nterprise pays out, and production is fostered. 

To be sure, some persons are hurt by rising prices. This is par- 
ticularly true of those who live on fixed incomes and salaries which do 
not increase proportionately with the price level. Also, some property 
values are eroded and lose purchasing power, particularly life insur- 
ance investments, savings accounts, bonds, mortgages, and the like. 
On the other hand, other persons and other property values benefit 
from the inflation that underlies a rising price level. These include 
farmers, merchants, manufacturers, wage earners who find a favorable 
climate for demanding and getting higher wage rates, and such prop- 
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erty values as are represented by equities rather than by promises to 
pay specific dollar amounts. Rising prices do not treat everyone alike 
any more than do falling prices. But among those who are hurt 
personally by rising prices are some of our most vocal groups, such as 
columnists, commentators, schoolteachers, and even professors of 
economics. The salaries of these groups se idom kee sp pace with rising 
prices, and in their influential and opinion-making comments on the 
effects of rising prices they tend to interpret the general effects on 
everyone in terms of the effects on themselves. 

An important question in a time of national emergency is not so 
much whether prices should be allowed to rise, but how much rise may 
occur before it becomes harmful. In approaching this question we 
should distinguish between the psychological level and the economic 
level. The psychological level, at which people start to complain 
about the higher prices, may permit only a small price increase. It is 
normal and natural that the buyer in any business transaction would 
like to obtain his purchases at as low a price as possible. Conse- 
quently, rising prices may bring complaints about high prices very 
quickly, particularly if there is reason for people to believe that such 
complaints may hasten an application of measures designed to bring 
prices down or hold them down. On the other hand, the economic 
level, the level of price increase at which the national economy would, 
be adversely affected, is much higher. Certainly the doubling of the 
wholesale price level in the United States between 1940 and 1948 was 
a stimulus rather than a detriment to production. And it is my view 
that in all the discussion of price problems and in the application of 
price policies, we should never overlook the fact that production 
is the essential goal at all times, and especially in times of national 
emergency. 

If prices are to serve their historic and essential function in our 
economic life they must be kept flexible. Price flexibility is even more 
critical in our economic life than is price stability. This important 
fact brings me to the second point I wish to emphasize. 

2. Arbitrary price controls as a means of combating inflation are, 
by themselves, ineffectual and, in fact, worse than useless. They 
attack the symptoms of inflation but not the cause. The price level 
of our economy is in many ways analogous to the temperature of the 
human body. A free price level tells us whether the national economy 
has a fever or a chill. We cannot indefinitely hold down the actual 
price level by price-fixing any more than a doctor could reduce a 
patient’s fever by checking it with an inaccurate thermometer. 

If the price level is fixed in the face of strong inflationary pressures, 
many kinds of economic distortions are built uv behind the artificial- 
price dam. One of the first and clearest difficulties is that artificially 
low prices are a red light to producers and a green light to consumers. 

Traditionally in our free American society we have looked upon a 
high price as a stimulus to producers to produce more and a warning 
to consumers that they should not or cannot consume as much. 

This is no less true today merely because it has become fashionable 
in some circles to criticize the free market as a guide to production and 
consumption. When prices are held artificially low, consumers in- 
terpret the low price as an invitation to consumption and demand 
increased quantities. 
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But to producers the low price is a discouraging factor and in 
consequence they do not produce enough to meet the full flood of 
consumers’ demands. Hence the artificially low price, by discourag- 
ing production and encouraging consumption, does the exact opposite 
of what is essential in time of national emergency when more produc- 
tion is necessary and consumption should be reduced. 

All the controls ever devised cannot alter the fact that prices have 
essential functions to perform in our society. First, they tell pro- 
ducers how to combine their cost factors—whether to expand or con- 
tract their use of labor, power, machinery, and alternative kinds of 
raw materials, and what products to make. Comparative prices have 
told us over the years that we should produce more automobiles and 
fewer buggies, more safety razors and fewer straight razors, more low- 
cut oxfords and fewer high button shoes, more vegetables for human 
consumption and less timothy hay for horses. Relative prices still 
have this vital function. 

The CuarrmMan. Will you yield one moment? 

Mr. DeGrarr. Indeed. 

The CHarrMAN. I would just like an explanation of this: 

Comparative prices have told us over the years that we should produce more 
automobiles and fewer buggies, more safety razors and fewer straight razors— 
and so forth. Will you explain that for a moment? I did not know 
that price had anything to do with automobiles and buggies. 

Mr. DeGrarr. Price had all to do with it. Had the prices of 
horses and buggies been low enough and the price of automobiles been 
high enough, there would not have been the shift that took place. 

Second, prices guide the goods and services produced through the 
channels of trade so that the various products are where consumers 
want them, when and in the form wanted. Artificial prices interfere 
with this flow and distort distribution. 

For example, the Nation experienced a potato famine in the spring 
of 1952. Only a part of the reason was the size of the harvest in 1951. 
Much more important was price controls which held potato prices 
artificially low and resulted in the crop being used up long before a 
new crop could be harvested. 

Third, prices tell consumers what and how much to consume. For 
example, when the relative price of potatoes is high, housewives nor- 
mally adjust by using fewer potatoes and more of such alternative 
foods as rice and macaroni. When eggs are cheap relative to meat, 
comparatively more eggs are used—and so the adjustments go, 
throughout the interrelated uses of thousands upon thousands of 
products. 

Actually, the American economy is composed of millions of inter- 
related prices, prices which are constantly in a state of flux and adjust- 
ment relative to each other. It is relative prices which tend to adjust 
supplies of goods and services in line with consumer demands, and to 
adjust consumer demands in line with supply. These adjustments 
are at best approximate. They are seldom if ever exact, because both 
supply and demand for most goods and services keep changing, and 
consequently relative prices change constantly toward new adjust- 
ments. Free and flexible prices, which means free and flexible mar- 
kets, are the keystone of the most efficient economic system man has 
ever devised, a system in which willing buyers trade freely with willing 
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sellers to the maximum satisfaction of each. It is an automatically 
adjusting system in which every citizen may be said to sit on the price- 
determining committee, and casts his vote as to what prices ought to 
be every time he spends or takes in a dollar. Moreover, in this system 
no one has to be paid for doing the job. 

But anv time the price-making function is removed from the market 
place, as it is when price controls are put into effect, then some agency 
or committee or bureau has to assume the function of guiding both 
production and consumption. ‘The automatic adjustments which 
characterize a free-price economy are lost. Fixed prices do not change 
automatically in line with the constant, and complex, and interrelated 
changes of demand and supply. When prices are frozen a given set 
of price interrelavionships existing at that particular moment is frozen 
Even though these are the right interrelationships at the moment, thes 
will not remain the right ones for long in a dynamic economy. And 
consequently both production and consumption become distorted, 
increasingly so with passing time. Then some public agency or bureau 
must assume the function of guiding both producers and consumers 
because they are misguided by price interrelationships which no longer T 
tell the truth. 

No matter how superbly such an agency may be staffed, to wish 
upon it the task of guiding the economic life of the country is to ask 
the impossible. I know that statement is strong but it is not too 
strong. Our economy, built up as it is of thousands upon thousands 
of different goods and services, and many millions of business transac- 
tions daily, is too complex for any person or any small group of persons 
even to describe. 

What we do not know how to describe we do not know how to con- 
trol. When we try to control what we do not understand, our actions 
are certain to exceed our knowledge, and this is an invitation to 
sure disaster 

American industry and commerce is staffed by a host of persons 
with specialized knowledge of various aspects of their own operations. 
When price-making authority is taken out of their hands it has to be 
turned over to someone else. And men simply do not exist with the 
breadth of knowledge necessary to do such a job correctly and 
efficiently. 

None of this means that the Nation has to surrender to inflation. 
What it means is that price fixing is not the way to combat inflation. 
The individual prices of the many different goods and services we 
produce must be left free to fluctuate around the general price level 
in order to avoid serious distortions of both production and con- 
sumption. And then, to avoid inflation and its harmful consequences, 
the general price level may be stabilized by other measures than price 
controls. That brings me to my third point: 

3. Inflation can be controlled or it can be prevented. Failure to 
control it is pure negligence on the part of fiscal and monetary author- 
ities. The causes of inflation are no mystery. They are simply an 
excess of money and spending in relation to the supply of goods 
available in the market. 

Such an excess of spending power arises from a financing by 
Government, State and local as well as Federal, or from an undue 
expansion of money and credit, or from heavy Svea consumption 
expenditures from past savings. Each of these puts additional 
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money into the flow of spending without any offsetting increase in 
the quantity of goods available for purchase. Prices rise in conse- 
quence of this inflation of the money supply. 

An excess of spending power is inherent in a time of war or defense 
preparation, because people are paid for producing things which they 
cannot buy, or would not care to buy. Purchasing power is created in 
the production armaments and other defense materials, but these 
products then pass to the Government. 

This would not be an inflationary process if Government collected 
from the spending stream of the country enough in taxes to pay in 
full for the military production. 

The reason war and periods of defense preparation have so char- 
acteristically resulted in inflation is that Government has not put such 
activities on a pay-as-we-go basis. And yet, if monetary and fiscal 
policies were followed which would absorb in taxes and savings the 
excesses of spending power arising from the military program, and 
which also would restrain the expansion of money and credit, inflation 
would be eliminated at its source. 

If economic stabilization policy were, through these techniques, to 
strike at an inflationary menace at its source, then direct price con- 
trols would have a better chance to work successfully, because strong 
pressures to push prices higher would not exist. But, by the same 
token, direct price controls would not be necessary because inflation 
control would be achieved by the fiscal and monetary devices. 

Moreover, direct price control would be disadvantageous even in 
these circumstances because it would still be true that a price freeze 
would tend to freeze an existing pattern of price interrelationsbips and 
thus limit the necessary flexibility between the prices of different 
goods and services. 

Anti-inflation policies during a time of national emergency clearly 
should include the following: 

A eareful scrutiny of public spending programs and the elimination 
or postponement of every expenditure not immediately essential. | 
realize fully that this is a point with which everyone, and every 
pressure group in the country, will agree in principle. That is, agree- 
ment is general until budget trimming threatens to cut out projects 
favored by various groups. 

There is no answer to this problem of preferential demands except 
that statesmanship on the part of all groups must be of a high order. 
Budget trimming indeed places a difficult problem in the lap of legis- 
lators, but it is imperative with respect to every avoidable or deferrable 
expense in a time of emergency. 

Enough taxes must be collected to cover in full the unavoidable 
expenditures of Government, including the cost of the emergency 
program, thus putting all public spending on a pay-as-we-go basis. 
By taking as much purchasing power out of the spending stream of the 
Nation as Government is absorbing in goods and services produced, 
the inflationary effects of defense and emergency programs can be 
largely eliminated. 

The kind of taxes used for this purpose is less important than that 
the taxes must be collected. However, they should be taxes which 
fall as much as possible upon the increased purchasing power created 
directly by the emergency efforts of the Nation. 
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Speaking from a strictly personal point of view, I would prefer 
emergency purchase taxes as an important factor in the emergency) 
tax program. By this, I mean consumer excise taxes at the retail 
level, with the applicable rates varying from a low level on the neces- 
sities of living to a high level on the more frivolous type of purchase- 
let’s say mink. 

An argument might be made for collecting more taxes than are 
necessary to balance unavoidable Government spending, and thus 
remove from the spending stream some of the purchasing power that 
might arise from the private spending of idle balances and newly 
borrowed money. But, again speaking personally, I would rather see 
this latter type of potential spending restricted by purchase-tax rates 
and restrictions on the granting of consumer credit. 

Selective credit controls should be used similar in type and purpose 
to those embodied in the rec ently used regulations W and X restricting 
the use of credit for consumers’ durables and housing. Credit controls 
of this kind are an excellent example of measures which may contribute 
to inflation control but which, used alone, would be quite inadequate. 

By limiting the permissible amount of borrowing for the purchase 
of consumers’ goods they reduce the volume of money that otherwise 
would be thrown into the spending stream. They do not, however, 
affect other flows of purchasing power such as payments to individuals 
arising from armament production or spending from accumulated 
savings of the past. 

Aggressive monetary policy should discourage undue expansion of 
bank loans. Proved techniques for this purpose are in the hands of 
the Federal Reserve Board, mainly in the form of Federal Reserve 
discount rates and the reserve requirements imposed upon member 
banks. 

By raising the discount rate, money is made more expensive to 
bankers, thereby discouraging loan expansion. A lesser volume of 
loans means a lesser volume of purchasing power to be thrown into 
the national spending stream. Likewise, by increasing the reserve 
requirements of member banks in the Federal Reserve System, the 
expansibility of bank loans is further limited. 

Extremely easy-money policies characterized most of the depres- 
sion and war years, and were a major factor in the inflationary buildup. 
Prior to 1930, Federal Reserve discount rates were never below 3 
percent and were at times even 6 percent or more. 

But during the currency inflation of 1933 to 1948 the discount 
rates were pushed down to 1% and 1 percent on borrowings secured by 
short-term Government securities. A standard 1-percent rate was in 
effect from 1937 until 1948. 

It was a conscious policy of Government during this time first to 
inflate the currency as an antidepression device, and later to keep 
money cheap as an aid to financing Government deficits and refinanc- 
ing the public debt. 

But these policies, at the same time, were a potent force contributing 
to an overexpansion of currency and bank deposits relative to avail- 
able supplies of purchasable goods. Price inflation is an inevitable 
result of such policies. 

The record is all too clear that Government in recent years actually 
has favored inflationary fiscal and monetary policies, and then 
has fostered the application of direct price controls presumably an as 
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offset to the inflation of the currency. I think such a combination 
of policies is nothing short of economic quackery 

The record of direct price controls is that they were much more 
effective in holding down the official price indexes than they were in 
holding down the real prices people had to pay. The memory of 
many of us goes back to the black markets that absorbed large 
amounts of goods, products which certainly were not sold at the 
official prices. We can remember also the quality deterioration of 
everyday merchandise and the shifts in production from low-priced 
and serviceable to high-priced and frivolous types of goods. 

We remember the distortions and disruptions of both production 
and distribution which made liars and cheats out of honest people 
merely trying to carry on their normal and useful business functions. 
Moreover, we remember that wartime price controls did not prevent 
pric e rises but at best could be said only to have deferred them. 

The forces suppressed and distorted into black markets and quality 
deterioration during the war expressed themselves in upward price 
adjustments when “the price control system broke down and was 
abolished in 1946. In the more recent relaxation and elimination of 
price controls by OPS we have not experienced similar price increases 
because our economy is not now under inflationary pressure but 
rather is experiencing a softening. 

In any event, none of the economic distortions and disruptions and 
inefficiencies inherit in direct price controls are either necessary or 
desirable. The indirect measures by which inflation really can be 
controlled, if we do mean that we want to control it, may require more 
political fortitude and more real leadership of the Nation. 

But on the other hand they can work. They can control inflation, 
and without a disruption of competitive enterprise, without an army 
of price policemen, and without making criminals out of honest, useful, 
and constructive citizens. 

The CuatrMan. Doctor, let me ask you this. One certainly cannot 
quarrel too much with your state ment. Would you recommend in 
time of all-out war, let us say, where we are spending, and it has been 
estimated, and I think conservatively, if we get into an all-out war it 
will cost at least $150 billion a year, would you recomme nd taxing 
the American people to the extent of $150 billion a year? 

Mr. DeGrarr. Mr. Senator, if I meant that I wanted to control 
inflation and hold the price level of the country somewhere near 
where it was at the time this emergency situation was precipitated, 
my answer to you is “Yes.’ 

The CuarrMan. Your answer then would be that you would tax 
the people $150 billion? 

Mr. DeGrarr. My answer is precisely that. 

The CHarIrRMAN. One other question. Do you feel that in a big 
emergency where the Government was taking anywhere from around 
50 percent of the national product and, as you well know, they might, 
in the case of certain strategic scarce materials, be taking an even 
greater percentage—you cannot build an automobile if you cannot 
get a little nickel—so if the Government was taking 75 or 80 percent 
of the nickel, you could only build 25 percent of the automobiles 
that you are building. You realize those situations? 

Mr. DeGrarr. Indeed, I do. 
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The Cuarrman. If you were in a big war of that kind, do you then 
feel that we might need price, wage, and rent controls? 

Mr. DeGrarr. We do not need them if we will follow other policies 
of holding down the price level. I insist on this point. Do we or 
don’t we mean that we want to hold down the price level 

The CHarrMAN. Suppose the war was costing $150 billion. If we 
tax the people $150 billion, plus enough to run the other necessary 
parts of the Government, which might be at the moment $20 billion, 
or tax $170 billion, which is $100 billion more than we are taxing 
them now, you do not think it would be necessary to have price, 
wage, and rent controls under those circumstances? 

Mr. DrGrarr. Senator Capehart, your tax take is a meaningless 
figure except as related to the total value of national production, the 
national product figure. 

If you are talking about taking $170 billion, I would assume under 
these circumstances the volume of production of the country would 
probably be twice that or more. 

The Cuartrman. I think if the Government is called upon to spend 
$159 billion for war effort, it is $150 billion. 

Mr. DrGrarr. No; let’s look at jt this way. The Government 
will take X proportion of the total value of goods and services pro- 
duced in the country. By that proportion taken we have to shrink 
back on national level of living for the duration of the emergency 
proportionately. 

The Cuarrman. If the Government was actually spending $150 
billion, it would have to get $150 billion in taxes, would it not? 

Mr. DeGra FT Indeed, it would. 

The CHarrmMan. Would you feel that under a condition where the 
Government was taking the big percentage, more than half of many 
of our materials, and possibly half of our national product, we might 
have to have rationing? 

Mr. DeGrarr. I think we would probably have to have rationing. 

The Cratrman. Do you think we could have rationing without 
price control? 

Mr. DeGrarr. Yes; I do. But I don’t think we can have price 
control without rationing. 

The CHarrMan. You think you could have rationing without 
price control? 

Mr. DeGrarr. Indeed. 

The Cuarrman. You think if you had only 100 million tons or 100 
thousand tons of copper to distribute or to sell to the civilian industry 
in America you could ration it without controlling the price? 

Mr. DeGrarr. I do not know what you mean by “controlling the 
price.” I presume the price control of the country would be done by 
indirect control, such as | am speaking of. You could have a rationing 
of this supply you are speaking of without any price control or a 
rationing of that supply with indirect price controls. You can have 
a rationing of that supply with direct price controls. 

The CuarrmMan. You think if the retailer or wholesaler or manu- 
facturer who has been doing, let us say, a million dollars’ worth of 
business a year and then suddenly due to this emergency, and the 
Government requiring the materials, that he was only going to get 
half as much, you think he would continue to sell that half at the same 
price he was selling the whole? 
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Mr. DeGrarr. He will sell that half at whatever price the purchaser 
of his 7p will take. 

The CHAIRMAN. Whatever the buyer will pay? 

Mr. DeGrarr. Yes. He will not sell it higher than the buyers 
vill pay, and buyers will pay in proportion to what they have in their 
pockets to pay. 

- The CnarrMan. Your idea is if we get into a big emergency that 
the people would pay so much in taxes that they would have no 
money left to buy the goods 

Mr. DeGraFrF. They would have mone Vv left in proportion to the 
share of the national production that would be available to the people 
to buy. 

The CyarrMan. You do not think that might work a. terrific 
hardship upon the 4 million businesses that are in civilian industry? 

Mr. DeGrarr. It would work a hardship upon businesses and 
people in direct proportion as we had to shrink back our level of 
living. War isa hardship. We have tried a couple of times to fight 
wars without people experiencing hardship. It cannot be done. 

The CuairmMan. Your position, I gather from your statement, is 
that even if we get into this big emergency we ought not to use price, 
wage, and rent controls, but rather, indirect controls such as higher 

‘es, pay-as-you-go, and control consumer credits. Siphon the 
buying power, the money that the people would have in their pocket 
off in direct proportion to the amount of goods that are avails tble for 
them to buy? 

Mr. DeGrarr. I do. 

Senator Benner. What I have to comment on is a little bit late 
But I want to inject this idea into Senator Capehart’s discussion about 
the Government’s need for $150 billion. If the Government take 
should increase that much, haven’t we learned from experience that 
the total production is inclined to increase nearly that much? 

Mr. DeGrarr. It would, indeed. 

Senator BENNETT. So we woul In’t take that extra $75 billion in 
total out of the civilian economy’ 

Mr. DeGrarr. I don’t think it is true that the total production of 
the country would increase proportionately with what we would have 
to shift into military uses. There would be an increase, and par- 
ticularly if we could leave price interrelationships alone and not cause 
distortions that result in lower production in some lines. 

We could enormously expand production in this country in a time 
of all-out emergency. By the degree that we could expand production 
we wouldn’t have to take that share out of what people would have to 
consume. Still, too, we would have to take out of our total quantities 
available for consumption, and by that proportion we would have 
to take in in increased taxes what would be otherwise consumption 
expenditures. 

Senator Bennett. Senator Capehart talked to you about high- level 
taxes. Isn’t it true—and again you cannot balance dollars in this 
kind of an analysis—that if we do again what we did in World War 
II, which is deliberately choose to borrow and inflate instead of tax, 
that eventually the same money comes out of the capital of the people? 
It does not come out of the pocke ts of the same people, but we have 
depreciated every savings account in the United States by half? 

Mr. DeGrarr. And every life insurance policy. 
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Senator Bennerr. Yes. And in that manner we have taxed the 
thrifty, frugal, and saving people of the country in order to avoid the 
appearance of taxing everybody in time of emergency. 

Mr. DeGrarr. Inflation is a very insidious form of taxation, 
It is a terrible form because it destroys property values, as other types 
of taxation do not do. 

Senator Bennert. I have supposed eventually we would get the 
same amount of taxes out. 

Mr. DeGrarr. We will get more because you will take the interest 
out in the meantime. 

The CuarrmMan. You testified you thought we had to have price 
increases in order to get increased production. 

Mr. DeGrarr. Senator Capehart, I began by saying that in a tim: 
of emergency when increased production is desirable a certain amount 
of price increase is advantageous. 

Senator Bennerr. I would like to raise one other question. You 
heard Senator L en an analyze what happened in World War IT, and 
take the pos sition that as long as price controls were in effect during 
World War II, everything was fine, but when we took them off at th 
end then it was that all the evils crept in. 

Isn’t it a fact that the evils began to pile up at the beginning of 
World War II and did not become apparent; and so in considering th 
inflation of World War II we have to take both the war period and the 
postwar period and consider them as one rather than assuming that 
you can take the war period and say that this was a great success and 
this was not? 

Mr. DeGrarr. Senator Lehman is my peantar. I am sorry he has 
gone out. [am sorry to disagree with him, but I do so wholeheartedly 

He spoke about the manner in which price controls during World 
War II, after 1942, held down the price levels to consumers. I main- 
tain they did not. They held down the price indexes, but they didn’t 
hold down my cost of living or anybody else’s cost of living. 

What we experienced was, first, we couldn’t get the goods at the 
official prices, and if we were anxious to get the goods, as many Ameri- 
“an consumers were, and bought them under the counter, they paid a 
price a great deal above the official price. 

The American Meat Institute has figures to show that when the 
price for round steak was 42 cents a pound the actual price was about 
66 cents. We know that suits came on the market without cuffs and 
vests, but at the same price. That is a price increase indirectly. 
We know many of the standard consumption goods that the people 
depend on appeared in much lower quality but at the same official 
price. That is a price increase. The price index did not tell the 
truth. The cost of living was much higher than the officially published 
price index, and to that ‘degree we had inflation. 

Senator Bennerr. I have been in business for 30 years, so I was 
in at the end of World War I and through World War Tl. Isn’t 
this a typical situation under price ceilings: Manufacturer A man- 

facturing men’s socks has a price ceiling put on men’s socks and 
he discovers that he can’t produce them to sell at the price, so he 
discontinues the manufac ‘ture of men’s socks. Manufacturer B who 
never manufactured men’s socks and who has no previous base on 
which to base a low price level, decides to go into the business and 
since he has no previous base his new higher cost is accepted as the 
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hasis for his price. So manufacturer B can legally sell men’s socks at 
double the price denied to manufacturer A. In that way we not only 
raise prices legally but we actually shift the manufacturing processe 1s? 

Mr. DeGrarr. Causing a great deal of inefficiency with these 
[ agree wholeheartedly with your analysis. 

Senator Bennerr. We also knock out the old established producer 
and we shift over to the benefit of the speculator, who will only manu- 
facture men’s socks as long as he has an advantage and who will 
disappear from the market when things become normal again, is that 
not right? 

Mr. DeGrarr. Your analysis is correct. I remember when we 

couldn’t buy white shirts and we all had to go to wearing sport shirts. 
[ happen not to like them. I had to wear “sport shirts because they 
couldn’t make white shirts but could shift to sport shirts under which 
they had no base. Under price control they were allowed a new base 
for pricing which made it possible for them to stay in business. 

The CHAIRMAN. Wasr’t that aw eakness of the rules and regulations 
of OPS rather than the apparent purpose? 

Mr. DeGrarr. It always has its weaknesses, and we have to estab- 
lish a new kind of rule to offset the disadvantages of the first rule, and 
we go through it ad infinitum. 

The CuHairMAN. That feature would be easy to handle by OPS if 
those people not making them were able to make them? 

Mr. DeGrarr. Certainly. 

Senator Benner. Then you would probably have no socks. 

Mr. DeGrarr. We have a large number of exceedingly intelligent 
people in this country, and they can devise ways to get around all of 
the controls you can think of. 

The CuairMan. My observation is that a businessman who cannot 
make a profit quits making that product. He does not make it. 

Mr. DeGrarr. I think that is an excellent summary. When you 
put price controls on they cannot make them and they get out or shift 
to something else. 

The CuarrMan. Under those circumstances, if you have price con- 
trols, I am not making an argument for price controls—we ought not 
to have them in peacetime—you ought to have a management of 
OPS that permits the price to go up to where the manufacturer can 
make them. 

Mr. DeGrarr. We are talking about standby controls and you are 
talking about a system that can be used when and if. I hope to God 
we never need to apply such things. We will be just as distortion 
cre ating: as what we have experienced in the past. 

The CuarrMan. I am sure it will be unless we prepare for it. 

Mr. DeGrarr. I think to prepare standby controls would lull the 
American people into a sense of false security which would be shattered 
if we ever had to use those controls. It would cause us to be leaning 
on a broken crutch. I, as a citizen, make my plea to you not to give 
us broken crutches to lean on. 

The CuHarrMAN. You would wait until the emergency struck? 

Mr. DeGrarr. I would. 

The CuarrmMan. Then you would proceed to go from that point? 

Mr. DeGrarr. I would. 

Senator Ropertson. Doctor, is the cost of food about 40 percent 
of the average budget? 

Mr. DeGrarr. Closer to 30, sir. 
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Senator Ronertrson. Do I understand that you think in the even 


' pen 
of a grave emergency threatening you would be in favor of putting will ¢ 
sales taxes on food? basis 

Mr. DeGrarr. I didn’t suggest that; if so, it would be at an exceed- Yo 
ngly low level cettil 
Senator Rosnertson. You would have sales taxes on everything? differ 
Mr. DeGrarr. I would. Mi 
Senator Ronertson. Would that increase the price of what peopl Sel 
had to buy? Mi 
Mr. DeGrarr. To the degree that the tax applied to the purchas: the } 
il would cone 
Senator Rornerrson. Well, unless it increased it very material], eoun 
you wouldn’t curb consumption, would you? the ] 
Mr. DeGrarr. I don’t think that I want to curb consumption of fact 
food People are going to continue to have to take about so much dish 
food a day or they will not be with us or not producing. Sx 
Senator Ronerrson. Your theory is that you were trading the is ot 
horse and buggy for the automobile; that if you increase the automo exce 
bile enough you would go back to the horse and buggy? teac 
Mr. DeGrarr. That is right \ 
Senator Roserrson. You would quit buying automobiles? S 
Mr. DeGrarr. That is right. N 
Senator Rosperrson. Rather than have price controls, if you put o1 S 
enough sales taxes, you could just make people stop buying? he ° 
Mr DeGrarr. Yes \ 
Senator Roserrson. Well, I notice both you and Mr. Olson stres fac 
the fact that black-market operations under any control program will > 
exist and you said that it makes for cheats and liars. With all due | Sti 
deference, as between those that engaged in black-market operations | 40) 
and those who cheated in some degree, a little or big degree, on thei Ri 
income taxes, which do you think are in the majority of numbers? Ar 
Mr. DeGrarr. There are plenty of both. I don’t want to express a up 
point of view | it 
Senator Ropertrson. We should not repeal all income-tax laws, | as 
though, because there are cheats and liars who make out income taxes? th 


Mr. DeGrarr. I do not get the analogy between that point and the he 
one I am making 


e\ 
Senator Rosperrson. You say they make cheats and liars by the ore 
control program and, therefore, we should not have the control Ww 
program. W 
Mr. DeGrarr. That is not my biggest reason for not having a W 
control program V 
Senator Roperrson. You say it is one bad thing in the program ke 
that there are cheats and liars; there are going to be violations . 
Ought we to pass any law if there is going to be violations? 
Mr. DeGrarr. I did not suggest that. t 
Senator Ropertson. Why did you mention it, then? 
Mr. DeGrarr. Because it is one of the factors that go along with 
everything about these controls. 


Senator Roperrson. Isn't the violation of income-tax laws, liquor 
laws, and a good many other laws, one of the factors that go along 
with those methods of obtaining revenues? 

Mr. DeGrarr. Since you mention liquor taxes, it would be a good 
idea not to have such a high tax on legal liquor and then we would 
not have as much illegal liquor on the market. 
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Senator Ropertson. The high-paying taxpayer in the coming year 
will contribute about $71 million as compared to $68 million on the 
basis ot an 11-percent cut. 

You say in a war we will have to spend $150 billion. We are now 
vetting some $80 billion from the taxpayer. What would that 
difference do the taxpayer and the people? 

\ir. DeGrarr. There would be more tax evasion. 

Senator Ronertson. Then, should we do it or not? 

Mr. DeGrarr. With deference, sir, I think you are overbuilding 
the point that I made relative to cheats and liars. I am much more 
concerned with maintaining the kind of flexible economy in_ this 
country that will give us the production we need in wartime. This is 
the point on whic h I place much greater emphasis than I do on the 
fact that any kind of these regulations causes some people to be 
dishonest. 

Senator Roperrson. Let us assume, for instance, that the Congress 
is going to use taxes as a restraint and as a means of absorbing the 
excess of income over domestic production in time of war. Were you 
teaching food economics in 1942? 

Mr. DeGrarr. Yes. 

Senator Roperrson. You remember the tax bill in 1942? 

Mr. DeGrarr. Yes. 

Senator Ronertson. Do you remember that Mr. 
he wanted a $8 billion raise in taxes in 1942? 

Mr. DeGrarr. I do not think that I would have remembered that 
fact. 

Senator Rosperrson. I do not reckon you saw the cartoon in the 
Star after | had suggested to the Ways and Means Committee that 
Bob Doughton should go with me up to the mountains in the Jackson 
River country to quiet our minds and take a clear look at the picture? 
Anyway, he had Bob Doughton and me fishing for more revenue, and 
up came Mr. Morgenthau and the game warden anc he said, “Boys, if 
it is less than $8 billion, you have to throw it back.” We brought out 
a $6-billion tax bill and the President vetoed it. We tried to distribute 
the burden. Mr. Morgenthau and Mr. Roosevelt wanted to put the 
heavy burden on the top income brackets, you know, and leave out 
everybody below $2 500, which in those days was considered pretty 
good wages for a workman. We brought out a $6-billion bill and 
wrestled with it all the year and sent it down to the White House 
whereupon the President vetoed it and sent it back to us. Then, we 
went well into 1942 before we passed it over his veto. We spent a 
year and a quarter, | would say, getting a $6-billion increase. How 
long do you think it would have taken us if we had started out for a 
$80-billion increase rather than $6 billion? 

Mr. DeGrarr. You are suggesting merely that you cannot do this 
thing between Saturday night and Monday morning. I think that is 
probably right. 

Senator Roperrson. I think if you are suggesting such an increase 
in taxes as you are suggesting here, the substitute for direct stopgap 
controls, your whole economy would be out of control before you ever 
got action on the taxes, and that the resistance of the taxpayer would 
be so great you never would get the tax control you are recommending, 

Mr. DeGrarr. I am suggesting to you, Senator, that if you want 
to try to do this thing by false techniques you can go ahead with 
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price controls. If you want to do it by something that will really 
work, you go ahead with indirect Fit Po If we are going to, by 
reason of trying to please the people, pass off something on them that 
will not work, we can not hold our heads up 

Senator Roperrson. I realize no law can rise above its enforcement 
With any law that you pass, there is going to be a considerabk 
number of people who are going to evade it, and you haven’t enough 
policemen to put them all in jail. If we did not pass a law because of 
that, we would not have any income-tax laws now. 

As a practical proposition, I see there are a number of controls, and 
taxes is one of the ‘m. I do not see how they are going to do the whol 
job, nor do it quick enough. 

Mr. DeGrarr. Taxes alone will not. You have to have credit 
controls with respect to bank loans. You have to have monetary 
policies that would hold down the flow of spending. You have to 
have credit-extension policies to consumers to hold down the flow of 
spending. You have to have taxes to hold down the spending. 

Senator Roperrson. In any event, this committee—I believe | 
am justified in making this statement—is going to give the theory of 
all you who say there is no better way to have it work than give no 
controls a fair chance in the coming month. 

Senator Payne. I was interested in your statement on page 7. In 
outlining this keystone of the efficient economic system, you state: 

It is an automatically adjusting system in which every citizen may be said to 
sit on the price-determining committee, and cast his vote as to what prices ar 
to be every time he spends or takes in a dollar. Moreover, in this system no 
one has to be paid for doing the job 

There are many factors in connection with your outline with which 
I am very much in agreement. I am just wondering if we are taking 
into consideration the status of the person who is the so-called pen 
sioner, the person whose salary is definitely frozen. I do not care 
whether you term it old-age assistance, the pensioner in industry ot 
government, the one whose income is definitely frozen at a point 
What sort of a situation is he going to find himself in? 

Mr. DeGrarr. He is going to find himself in a lot better situation 
if we follow policies that stop inflation rather than the last time 
where we followed policies that stimulated inflation. 

This is one of the major reasons why we must control the rate of 
inflation in our economy whatever the degree of emergency. We 
have an increasing number of these people in our society who live on 
pensions, who live on fixed incomes. 

To the degree that they do, to the degree they cannot increase 
their income they are seriously hurt by increases in the price level. 

Senator Payne. We work under a free economy on a basis of supply 
and demand. If the Government comes in in the event of a grave 
emergency and does take, as has been stated, 30 to 50 percent of 
many of the items in our domestic economy that are needed for the 
war effort, then your balance between supply and demand is upset? 

Mr. DeGrarr. Yes 

Senator Payne. With the result that the demand is not going to 
permit them to buy? 

Mr. DeGrarr. Not if the folks don’t have the money to spend. 

Senator Payne. Then, am | correct in assuming that maybe I have 
read wrong? About every economist that I have been reading during 
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the past few years, and also much literature that has been put out by 
many organizations, has been continually stressing the warning that 
even at the taxation level we have had during the war and during the 
slump after World War II we were headed for a collapse of the Ameri- 
can economy. 

Mr. DeGrarr. Not necessarily. There will be a change in its 
character. We will head from a free economy into a socialistic one if 
we continue overtime to take in the vicinity of a third of the American 
production. I think there is a sharp difference in the distinction to be 
made in response to your question, which is, that which we can stand 
in peacetime and over a length of time as against that which we can 
stand in time of recognized emergency. 

Senator Payne. The great bulk of the economists who were giving 
these statements out and a great number of organizations that have 
released them to print, have not made the qualifications you have 
made. 

Mr. DeGrarr. This qualification is inherent in what they say. 
The background of this type of thing to which you refer is work 
done by the very famous Australian economist, Colin Claik, who has 
suggested on the basis of world experience that when any nation 
continues overtime, in peacetime, continues to take more than 25 
percent of the productivity of the nation in taxes to be spent by 
government, that what we get is a reduction of private capital in- 
vested in industry, that the whole lifeblood of the economy in the 
sense of capital investments begins to diminish, and that is what is 
beginning to happen. Then, government must step in to take over 
more and more of the production function because private capital 
will not do it. So the drift is away from a private enterprise system 
into a socialistic economy, with the help of government. 

Senator Payne. You do not believe that heavy taxes would in- 
crease the cost of production at the manufacturing level, which 
would in turn be reflected in the price? 

Mr. DeGrarr. It would to a degree. 

Senator PayNnn. So the price would go up? 

Mr. DeGrarr. To the degree that taxes are included in the pricing 
of goods. 

Senator Roperrson. I have one question. Are you firmly con- 
vinced that even in a period of all-out war no administration could 
make a price-control program function satisfactorily? 

Mr. DeGrarr. In a case of all-out war we can make it function 
much better than we could in a situation like the experience of OPS 
in this half-war, half-peace situation. 

Senator Ropertson. There cannot be any doubt about that. 
We are really putting in a little freeze provision that in the event of 
a sudden, all-out war, that we hope will not come, it will be there. 
Do you object to doing that? 

Mr. DeGrarr. Yes. 

Senator Ropertson. You do? 

Mr. DeGrarr. Very much so. 

Senator Ropertson. If the war should come, what should we do? 
Wrestle around for some months before the control program, or not 
attempt it? 

Mr. DeGrarr. Put in indirect controls. Prices are going to rise 
in the interim. It will not hurt us too much if they do. 
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Senator Ronertrson. Would it just boil down to this: That in a 
great emergency, dislocating the supply-and-demand setup, that you 
have no controls, would you be giving the distributors a break while 
the consumer was getting it in the neck. If you have controls the 
consumer has a break and it makes it a little tough f for the others? 

Mr. DeGrarr. I do not know if I can answer you directly. My 
feeling is that we would have much less distortion of the production 
and distribution of the country if we could — direct price controls 
out of the picture because we would not be freezing price inter- 
relationshiy S. 

We have had a lot of experience with this kind of thing back in 
World War II, when we froze ‘the price of hogs unusually high relative 
to the price of corn. What happened? The great feed mraket of 
Buffalo, N. Y., the biggest feed-handling market in the world, closed 
down because we could not get feeds. The feed was held in the 
Middle West. 

Senator Ropertson. You made your mistake in administration? 

Mr. DeGrarr. No; I don’t think so. They made a mistake in 
freezing prices and holding them there. 

Senator Ropertson. That is administration. They should not 
have frozen it out of relation to the price of corn, 

Mr. DeGrarr. We have millions of these interrelated prices in this 
country. Most of them are going to be out of line in a relatively 
short time after the freeze takes place. 

Senator Robertson. You mentioned potatoes. It was price sup- 
port of potatoes that created an unsupportable surplus and broke the 
market. 

Mr. DeGrarr. No; it was a price control on potatoes in 1951 which 
caused them to use up their crop too quickly. 

Senator Roprertson. At the OPS ceiling price, based on a pre- 
viously depressed market, it became unattractive to farmers, and then 
we had a shortage. That was the fault of the administration and not 
the law 

Mr. DeGrarr. Price supports can cause just as many disruptions 
of the economy as price controls. 

Senator Roprertson. It is bad administration. We lost $500 
million on potatoes. There was no occasion for that. 

Mr. DeGrarr. When you have to hand over the administration of 
these controls to a committee, no matter how superb they are as 
economists and persons who are supposed to know the economy of 
this ret they find themselves up against an insurmountable job. 
If we haven’t the wisdom of the Almighty, we cannot do it. We do 
not tee that type of person. 

The Cuatrman. Today, of course, our people have the greatest 
savings in the history of our time. Savings are greater than they 

have ever been. 

Mr. DeGrarr. Yes. 

The CHarrMan. They are likewise holding about $39 billion worth 
of E bonds which they can walk into the bank and get the money on 
at any time they want to. 

We have a $267 billion debt. We have a war in Korea. We did 
not use these indirect controls that you talk about. We are in infla- 
tion. We have high prices. Our tax rates are the highest they have 
ever been. Our production is the greatest it has ever been in the 
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Nation and our prices are the highest. They tell us we may well get 
‘nto a third world war. 

The question is this: Do you think that if we get into this big 
emergency, this war, that it would be better to freeze the economy 
for a period of 60 or 90 days until the Congress can act upon these 
indirect controls you are talking about, increase the taxes and do all 
the other things, they would have to do it by law, holding the economy 
status quo at that point for a reasonable period of time, a reasonable 
number of days, and do the job as you think it ought to be done and 
would have to be done by law? 

It takes time in the Congress; nobody knows how long. Sometimes 
it is too slow. We would proceed with the economy frozen, during 
the period that we are raising taxes and passing indirect controls and 
the Government was putting them into effect. Under existing condi- 
tions with all this money that the people have saved, with all these 
bonds that they can cash immediately, with the big production and the 
high prices, don’t you think it would be wisdom to hold it for a matter 
of 60 or 90 days until we could do the things that you recommend 
here in your statement? 

Mr. DeGrarr. I think it would be extremely unwise to do so. 

The CuarrMan. Tell me why? 

Mr. DeGrarr. Because when this emergency strikes, what you fear 
is that it may strike suddenly, we could have Congress in session even 
if it were in a recess period within a matter of 48 hours. 

The CHAIRMAN. Stop right there. Would you recommend, then, 
that Congress freeze the economy as we are recommending that the 
President do? 

Mr. DeGrarr. I would not. 

The CuarrMAN. You would not even then? 

Mr. DeGrarr. No. 

The CHarRMAN. You would leave it open then while the Congress 
was wrestling with the problem of increased taxes and consumer 
controls, and so forth? 

Mr. DeGrarr. I would hope the Congress would meet in immediate 
session and get to work on these indirect things, putting them into 
effect just as quickly as they could, but not freeze- 

The CHarrMAN. How long do you think it would take the Congress 
to pass a tax bill increasing taxes, and pass legislation controlling 
consumer credit, do all of the things that you say ought to be done? 
And I certainly agree with you to a point. 

Mr. DeGrarr. Two weeks or a month. 

The Cuarrman. And you don’t think even in 2 weeks or a month, 
if a big war started, that prices during that period wouldn’t just go up 
and up and up? 

Mr. DeGrarr. Prices would go up. There is a limit as to how far 
they would go up in a rise, and | don’t think the rise would do serious 
damage during that time. 

The CHarRrMAN. Would there be hoarding? 

Mr. DeGrarr. Yes; and they would try to get ahead of the other 
hoarders. 

The CHarrmMan. Wouldn’t you get the prices out of balance? 

Mr. DeGrarr. No; I think you would get them out of balance a 
lot more by freezing them. 

The CuarrMan. That is where you and I disagree. 

Mr. DeGrarr. Probably so. 
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The CHaremmMan. It is an honest disagreement. That is exactly 
what we are trying to do in this legislation. 

Senator Gotpwater. I think, Doctor, the chairman just mentioned 
something that will enable me to get back to a little previous dis- 
cussion you had. Controls cannot stop hoarding, can they? 

Mr. DeGrarr. No. 

Senator Gotpwarer. In fact, they encourage hoarding, do they not? 

Mr. DeGrarr. They precipitate it. 

Senator GotpwarTer. The only way you could possibly conceive of 
stopping hoarding is the simultaneous imposition of rationing? 

Mr. DeGrarr. Yes. 

Senator Gotpwarter. So I, as a merchant, if I wanted to buy all 
the merchandise I could the day after war was declared, I could do it? 

Mr. DeGrarr. Which you — want to do. 

Senator Gotpwarer. I would be, in my selfish way, contributing 
to inflation in this country. It is one of the things, Senator Cape- 
hart, that I think is bad about this; getting back to Senator Robert- 
son’s discussion, a bad law breeds contempt for law in general. You 
have brought that out I think the morals of this thing does have a 
little to do with it, but not too much. 

I think possibly we might say that some of the increase in juvenile 
crime that has taken place in the last 20 years really got its start 
when the parents started buying on the blackmarket, started hoard- 
ing, when the rather stupid income tax started to be evaded. I think 
children started to go down the wrong path. 

So I subscribe to the importance you attach to the morals in this 
particular thing. I also think it is a fine commentary on the in- 
genuity of the American mind. I subscribe to what you say, but | 
defy any legislative body to devise a set of controls that some Ameri- 
can cannot get around. You can put rule 1, 2, 3, 4 on to the millions 
and some American will figure out a way to get around them, and will 
be contributing to the moral situation again. It will also be con- 
tributing to the multitudinous testimony that controls cannot work 
in a free economy. 

I would like to ask you one question: Do you think that Congress 
would be wise in developing a standby tax program or, let us put it 
this way, a standby indirect control program that they could slap 
on? Don’t you think the formula is rather simple? 

Mr. DeGrarr. Yes, and I think this would be a profitable, worth- 
while venture. 

Senator GotpwaterR. Much more profitable than this? 

Mr. DeGrarr. The one that is before you, I have expressed myself 
as being unalterably opposed to. 

Senator GoLpwaTeER. Don’t you think we are living today in some 
of the dangers that controls bring on? In other words, in the history 
of controls in the governments of the world, in the economies of the 
world, we find it a very tempting thing. I like to think of it as a 
pilot who starts out with a load of gas. There is a point of no return, 
where he does not have enough gasoline to get back. Aren’t we pretty 
near that point right now in your estimation, where if we continue 
the danger of controls, even the threat of standby controls, the threat 
of S. 1081, that we might be a little too far along the road due to the 
impact on the economy? 

Mr. DeGrarr. I have worried a good deal about just the point 
you raised. 
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(he CuatrMan. They would not be put into effect unless we had 
a big emergency. 

\ir. DeGrarr. But, Senator Capehart, we seem all too prone to 
fall back on this type of thing, which is just economically wrong. 

The CuarkMan. Let me say this: I think it is morally wrong, and 

vant to make this explicitly clear, to have in case a grave emergency 
trike this Nation, in which you are going to take ten, fifteen, or twenty 
million boys and put them in a war and permit someone who is sitting 
here with » million dollars or $2 million worth of materials to auto- 
matically, overnight, have his price go up in which he makes an 
inconscionable profit with no reason in the world except the fact that 
the emergency struck. I think that is morally wrong also; don’t you? 

Mr. DeGrarr. Senator Capehart, take it away in taxes, 

The CHArrMAN. It takes time to take it away in taxes, 

Mr. DeGrarr. But it is morally wrong 

The CuarrMan., But here a man is sitting with a $2 million inventory 
and this great emergency strikes, and for no reason whatsoever except 
that the emergency hits, us he immediately proceeds to sell that 
nventory for 25 percent more or 50 percent more. I think that 1s 

orally wrong. 

Mr. DeGrarr. Take it away in taxes. 

The CuairnMan. You can’t take it away in taxes because you do 
iot have, at that time, the tax law on the books 

Mr. DeGrarr. Put the tax law on the books and take it back to 
the day of the emergency. 

The CuairrmMan. If they do it; ves. We have no jurisdiction over 
finances or taxes or we would have a standby law here on that, in 
case this big emergency hits us. But this committee has no authority 
on that 

Mr. DeGrarr. This committee has a great deal of influence. 

The CuarrMan. We have influence, but we have no authority to 
hold hearings on the subject. 

Mr. DeGrarr. That very well may be, but you can use your 
influence to get something that has a chance to work. I say it is 
morally wrong to give the American people a broken crutch that 
cannot work. 

The Cuarrman. We thank you very much for your testimony. It 
has been enjoyable. 

The next witness is Mr. William Kelly, executive vice president of 
the Pennsylvania Co. for Banking and Trusts. You may proceed in 
your own way, Mr. Kelly. 


STATEMENT OF WILLIAM KELLY, AMERICAN BANKERS 
ASSOCIATION 


Mr. Ketiy. I would like to read my statement. My name is 
William Kelly and I am executive vice president of the Pennsylvania 
Co. for Banking and Trusts, Philadelphia, Pa., and chairman of the 
small business credit commission of the American Bankers Associa- 
tion. I am making this statement on behalf of that association. 
There are two provisions of S. 753 on which we desire to testify. 

Section 301 of S. 753 is identical with section 301 of the Defense 
Production Act of 1950, as amended, and under 5S. 753, the provisions 


7 
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thereof would be continued in effect until the close of June 30, 1954 
We urge the favorable consideration of this section by your committee 

This particular section authorizes the existing V-loan program 
which makes available, through private financing institutions, adequat, 
funds needed by prime contractors and subcontractors, both larg, 
and small, in order to finance the performance of Government procure- 
ment contracts. 

The V-loan program is important to the national defense procure- 
ment program, which at this time is at its peak. In view of the 
conditions existing today, further continuance of this program seems 
fully warranted. Its worth was fully demonstrated, both during 
World War JI, I think you will agree, and during the present emer- 
gency. It should be continued in effect as a vital part of the national 
defense procurement program. 

[t is our belief that it might be well at this time for your committe: 
to consider certain amendments to section 301 for the purpose of 
clarifying the intent. Specifically, amendments should be made which 
would more sharply define the authority of the designated Government 
agencies to guarantee loans made by financing institutions to con- 
tractors between the termination date of a contract and the final 
settlement date thereof 


The Cuarrman. You do not think the law is clear enough at the 
moment? 

Mr. Ketiy. No; we do not. As I think you can see, if a govern- 
ment terminates a contract that a small manufacturer has, his money 
is tied in. We have one example of that in Philadelphia today. It is 
not much money, but it is a lot to him. 

The Cuarrman. I think that was the intention of this committee, 
if conducted during the period of or after termination, until the matter 
was finally settled. Iam sure that was our intention. If there is any 
question about the wording of the law—I will speak for myself; | 
cannot speak for other members of the committee—think we would 
have no objection to clarifying it. 

Mr. Ketxiy. That would be fine. I agree that is the intent. There 
is some difference of opinion. 

The Cuarrman. It certainly was my intention, as one who helped 
write the bill 

Mr. Kexiry. I am suggesting here, as a part of the record, some 
wording in section 301 which would eliminate any question as to the 
intent or as to the availability of this credit under the same general 
circumstances that existed in the V-loans in World War II. 

The CuarrmMan. The Government or bank has the same collateral 
after the contract has been canceled as prior. No one loses. 
Government certainly does not gain anything, and does not lose 
anything. 

Mr. Keury. [ think there is one point that may not be clear. It is 
possible that the contractor, which incidentally is the incidence we 
have in our own bank, has not financed his contract under a V-credit. 
The Government has come along and terminated that contract. It 
is after termination that he wishes to get the credit. 

The CuarrmMan. He has performed certain services? 

Mr. Ke.uiy. That is correct. 

The Cuartrman. Piled up certain inventory? 


Mr. Keuuy. Yes. 
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30, 1954 The Crarrman. He does not specifically have a claim on this 
MMAitte against the Government? 
program Mr. Keuriy. That is right. 
adequat The CHarrmMan. He ought to take advantage of a V-loan under 
th larg those circumstances, as we 1 as he could have prior to his cancellation. 
procury Mr. KELLY. Yes, sir. 
The Cuarrman, I think that was the intention of Congress. 
procury Mr. Ketuiy. That is exactly what we hoped to acc ‘omplish. 
Vv of thi For example, suppose a Government agency terminates a contract 
Mm seems held by a small manufacturer. Between the date of termination and 
durin the day on which final settlement is made by such Government 
nt emet agency, the small manufacturer will want to resume his manufacturing 
national operations and will need working capital to do so. At that time, all 
or a good share of his working capital is frozen in material and labor 
mmittes relating to the terminated contract. The small manufacturer, there- 
rpose ol fore, is handicapped in his efforts to convert to the production of 
le which civilian goods or to accept another Government contract. It was 
ernment for this reason that Congress, during World War II, provided for a 
to con form of interim financing in the Contract Settlement Act of 1944. 
he final The suggested amendments would clearly authorize the financing 
during the period between the termination of a Government contract 
1 at the and the final settlement thereon. 
We urge that the proposed amendment or ee substan- 
govern- tially the same be made appropriately a part of S. 
3 money Amendment 1: Subsection (a) of section 301 is ame abdiad by striking 
y. Itis out the words “or in connection with or in contemplation of the termi- 
nation,” where the same appears therein and by adding the following 


mittee words at the end thereof: 
‘matt 


e118 any 


, or for the purpose of financing any contractor, subcontractor, or other person in 
connection with or in contemplation of the termination, in the interest of the 
yself: | United States, of any contract made for the national defense. 


would Amendment 2: Subsection (b) of section 717 is amended by adding 


TY a new subsection (b) (4) as follows: 

1ere ° ° 71° 5 « . ‘ > . . 

1) Notwithstanding section 717 (a) (2), section 301 shall be effective during 

time of war or national emergency proclaimed by the Congress or the President 
helped (including the national emergency proclaimed December 16, 1950). 


‘ 


Amendment 3: Subsection (c) of section 71 


is amended by adding 
some c 


oe th: the following words at the end thereof: 

reneral or the taking of any action (including the making of new guaranties) deemed by a 
guaranteeing agency to be necessary to accomplish the orderly liquidation, adjust- 
ment, or settlement of any loans guaranteed under this Act, including actions 

lateral f deemed necessary to avoid undue hardship to borrowers in reconverting to normal 

‘ civilian production. All of the authority granted to the President, guaranteeing 

ot 2 agencies, and fiscal agents, under section 301 of this Act shall be applicable to 
actions taken pursuant to the authority contained in this subsection. 


If this committee should treat with the other matters contained in 
nce we S. 753 in another bill, it is recommended that section 301, with the 
-credit suggested amendments, be appropriately incorporated in a separate 
et. It bill to assure the continuance of its provisions. 

Section 305 of S. 753 relates to the Small Defense Plants Admin- 
istration created under the provisions of the Defense Production Act 
of 1950, as amended. We urge that this agency be permitted to 
expire at the close of June 30, 1953, and not be continued for 1 more 
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year as provided for in S. 753. This recommendation is made in the 
interests of economy _ a saving to taxpayers. 

It is believed that the functions of this agency can be handled 
satisfactorily by various oaekae permanent agencies of the Government 
and with proper protection of the best interests of small business, 
Some functions formerly were successfully carried on by these perma- 
nent agencies. These functions should be restored to them, perhaps 
with a sharper clarification of the authority and responsibilities. 
The resulting transfer of functions, it is felt, would terminate certain 
duplication and overlapping of some services already performed by 
these other agencies and would eliminate the expense of erp g 
still another governmental organization both in Washington and j 
the field to administer these functions. 

We urge, therefore, the favorable consideration of the discon- 
tinuance and the liquidation as soon as possible of the Small Defense 
Plants Administration and the transfer of its functions to appropriate 
permanent agencies. 

I would like to say just one word on that. We have studied, as 
I am sure you have, a report of the Administrator of the Small Defense 
Plants Administration. It seems to me the volume of loans recom- 
mended and the volume of loans made during the course of the past 
year would certainly not justify the existence of this separate organ- 
ization. The total number of loans actually made by RFC was 
something in the neighborhood of $4 million. They cover, largely, 
aid to manufacturers. 

As you know, much of small business is made up of jobbers, whole- 
salers, and retailers. In fact, the number of relatively small banks 
which have made many special-purpose loans to business is far in 
excess in volume of the Small Defense Plants. 

I would like to point to the volume of the Small Defense Plants as 
an indication that the bankers are objecting to it not because of any 
fear of competition. The $4 million worth of loans is a pretty small 
total. 

The CuarrMaNn. Are there any more questions? 

Mr. Keuiy. One more word, if | may, Senator. That is on the 
subject of credit controls provided on a standby basis in this 8. 753. 
We don’t feel, at the moment, there is anything existing in our 
economy or likely to crop up in the course of the forese eable future 
that would make such control necessary. We also feel, as has been 
our past experience, the impact of the inflation of credit takes quite 
a time before it affects the economy seriously. It would seem to be 
that there would be less reason for that standby control than there 
would be for controls over prices and wages. 

Incidentally, today, as many of you know, there is a little bit of 
self-zovernment and self-preservation coming into the credit business. 
Although there seems to be an oversupply of cars and television sets, 
and whatnot, we observe that bankers and financial institutions are 
becoming a little more conservative in lending money and the consumer 
is becoming a little more conservative in spending himself. 

Senator Gotpwarer. Are savings up in your bank over a year ago? 

Mr. Ketty. They are, sir. They have been following the gene ral 
trend. 

Senator GotpwaterR. They have been going up for about 2 years? 

Mr. Ketry. Just about 2 years. 

The Cuarrman. Thank you, Mr. Kelly. 
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We have three more witnesses to be heard today. I believe we will 
take one more before the lunch recess. Mr. Selby, we will be glad to 
hear your statement. Mr. Selby is executive vice president of the 
National Consumer Finance Association. Mr. Selby, do you care to 
read your statement? 


STATEMENT OF PAUL L. SELBY, EXECUTIVE VICE PRESIDENT, 
NATIONAL CONSUMER FINANCE ASSOCIATION 


Mr. Setsy. Mr. Chairman, I have a brief statement, which will not 
take me very long to read. 

[ am Paul L. Selby, executive vice president of the National Con- 
sumer Finance Association. The National Consumer Finance Asso- 
ciation is the national trade association of consumer-finance companies 
which operate under State supervision and regulation in 33 States 
which have adopted the uniform small-loan law in whole or in such 
substantial part as to constitute adequate regulation of the business 
of making small loans to installment borrowers. I have been requested 
by this national association to make this statement in opposition to 
S. 753, the proposed Emergency Stabilization Act of 1953. 

The consumer-finance industry is particularly opposed to section 
601 of title VI of the bill, which would authorize the reinstatement of 
Federal controls over consumer credit in accordance with the provi- 
sions of Executive Order 8843 of 1941. After 11 years of experience 
with me regulation W type of controls under Executive Order 8843, 
this industry is most vigorously opposed to the granting of any author- 
ity for its reinstatement on a standby basis or otherwise for the reasons, 
among others, hereinafter stated. 

The Cuarrman. Under those conditions you think it might be 
desirable? 

Mr. Sexsy. I do not see how it could be avoided. We feel it should 
remain the responsibility of Congress, and that responsibility should 
not be delegated to the Executive. Therefore, we are opposed to 
standby controls over the economy as a matter of prine iple. 

The CuatrmMan. You think it ought to be done by Congress? 

Mr. Secsy. Yes. The trigger mechanism should be retained by 
this congressional authority. In any event, however, consumer- -credit 
control is not a proper subject for inclusion in a standby control bill. 

[ might say here, Mr. Chairman, that you have been talking this 
morning about a temporary 90-day price freeze. If that is all that is 
being considered, I will file the statement and go right away. But 
l understand you are still considering the other bill. 

The CuatrrMan. We have both bills before us. 

Mr. Sevsy. Patriotic citizens will concede that in the event of a 
declaration of war or the incidence of other national crisis it might be 
advisable to invoke immediately wage and price controls and priorities 
and allocations of strategic materials. We urge that such drastic 
and vital decisions are and should remain the responsibility of the 
Congress, and that that responsibility should not be delegated to the 
Executive. Therefore, we are opposed to standby control authority 
over the economy as a matter of principle. 

In any event, however, consumer-credit control is not a proper 
subject or item for inclusion in a standby-control bill, even if the 
Congress should deem it advisable to provide for a temporary emer- 
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gency price and wage freeze. We respectfully submit the following 
reasons for your consideration: 

1. Consumer-credit controls are ineffective and useless as an anti- 
inflation device. Their effect on wages and prices is nil. 

As long as consumer-credit volume is static or level, it cannot affect 
either demand or money supply. Only a rise or fall in consumer-credit 
volume can have any possible effect on demand for goods and the 
money supply. Since the annual fluctuations are usually less than | 
percent and have never equaled 2 percent of personal incomes or con- 
sumer expenditures, the amount of change is so negligible as to be 
incapable of measurement as an inflationary influence. Changes in 
the annual rate of personal income are wide swings increasing from 
$12 to $25 billion per year, and the inflationary effect of these income 
changes is so great as to make consumer-credit fluctuations fade into 
insignificance. 

Furthermore, any resultant effect of consumer-credit controls would 
be too slow and too late to fall within the conceivable scope of a 90-day 
freeze order. 

The CHarrman. Will you yield there? That is my position. If 
we get into the big emergency, we must act quickly. These indirect 
controls and the increase in taxation, and so forth, are all desirable, and 
I agree we should have used them more in the past and that they can 
and will control inflation. But it takes time to put them into effect. 

The inherent type of controls and the nature of them is the big 
reason why it takes time. 

Mr. Sevsy. That is the reason why we say they have no place in the 
freeze order. 

Consumer credit follows after and does not cause economic fluctua- 
tions. When production and distribution and incomes increase, an 
increase in consumer credit is noted after a few months. It does not 
lend itself to quick ‘‘on again, off again’ tactics. Compilation of 
statistics to reveal trends takes time—months—and experience has 
shown that control authorities cannot and do not obtain information 
in time to be responsive to economic trends. The time lag is too great. 
If it were not for the fact that consumer credit controls have had no 
noticeable effect on the economy, regulation W would have been 
disastrous. 

2. Consumer credit controls are wrong in concept and in operation. 

A free economy is desirable to attain the greatest values in national 
economic life and in personal living. Consumer credit use involves 
freedom of choice, free selection of terms and individual negotiation 
of contracts for millions of American families. These families have 
shown rare good judgment in their use of credit and have a proven 
record of staying within reasonable limits and faithfully meeting their 
commitments. They are thrifty and conservative. Last year, 1952, 
they added six times as much to their savings as they increased their 
consumer debt. Freedom of choice is basic to our enterprise system 
and should not be nullified by Federal control of the family use of 
its credit. 

3. Consumer credit controls are highly discriminatory—they are 
class legislation. They violate the principle of equal treatment under 
law for all classes. Cash buyers are not affected by the regulation, 
except that they are given priority in the market. Only the lower 
income groups who use installment credit in their buying or borrowing 
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feel the mailed fist of Government at the door of the market place. 
They resent this discrimination. 

If the time should come when people face another declaration of 
war or a national crisis, then all classes must share in the burdens and 
restraints imposed by the emergency. It is repugnant to our Ameri- 
can concepts that the lower income groups alone should be required 
by such a discriminatory regulation to submit. to restraints while the 
well-to-do and those with cash are not restrained but are privileged to 
bid up prices while installment buyers must wait to be served at the 
“second table’’—at the higher prices, if at all. 

4. The accumulated backlog of over $200 billion of liquid savings 
immediately available for spending is the great inflationary threat in 
a time of crisis—not consumer credit. Consumer credit controls are 
useless in such a situation, where you have enough liquid cash available 
to take up every inventory in the country. 

5. The controls proposed in S. 753 would set up and maintain 
unnecessary and costly bureaus and agencies in the form of advisory 
councils, standby agencies and study groups. All the needed infor- 
mation is available and can be furnished to the Congress by existing 
departments. 

The prolific birthrate of boards and bureaus under the New Deal is 
recent history as is the propensity of such groups to attempt to justify 
their existence by “made work,” by recommending new projects and 
otherwise creating an impression of usefulness. We believe that the 
voters of America rejected this trend last fall. We sincerely hope 
that the administration and the Congress accept the mandate for less, 
not more, government. 

6. And finally, we must correct some misconceptions about con- 
sumer credit itself. By reason of the fact that the consumer credit 
statistical series published by the Federal Reserve Board show a total 
of some $23 billion, the press and many people get the impression 
that consumer credit controls would apply to the whole $23 billion 
item. Regulation W did not apply to more than half of the total. 
lt was not and would not be feasible to regulate convenience credit, 
which is billed currently and paid currently, 
ice credit for utility bills, fees, and 
payment loans must, of necessity, be handled in the accepted and 
customary way. No regulation, I am sure, is intended to disturb 
this relationship. Hence, at least one-third of the total is not subject 
to regulation. 

Only installment credit remains for consideration as a subject of 
control if consumer credit controls are seriously considered. This 
amount runs from ten to 16 billion dollars, more or less, or about 
half to two-thirds of the total. Of this lesser amount, a substantial 
part is always exempted: for example, loans for necessaries such as 
medical, dental, and hospital bills, education and business loans which 

ire not & proper subject for regulation, Only the fractional part of 
consumer credit used for the installment purchase of durable goods 
should even be considered; and we should remember that three times 
in as many years the Congress found it necessary to restrain or 
terminate the authority of the Federal Reserve Board to regulate 
consumer credit. We sincerely hope that it will not become necessary 
to repeat that experience. 
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We respectfully urge the defeat of S. 753. IfS. 753 is to be seriousl, 
considered for passage, then, by all means, title VI and particular|, 
section 601, authorizing consumer credit controls, should be eliminate 
and deleted. 

We believe that standby control powers are unnecessary and would 
constitute an unwise delegation of congressional authority. However 
if any standby powers are to be considered, they should be limited to 
a temporary wage and price freeze—S. 1081—pending well-considered 
action by the Congress. In no event should control authority be 
extended to include consumer credit regulation. 

The Congress is well informed and experienced by reason of th 
plied Rinkicieal decilammabita'Gh Giélenk O0-tedes of war end peace. 
we have supreme confidence that your judgment will be sound and 
that you will adhere to the principles of a free economy in a constitu- 
tional government. 

I feel the members of this committee, of all the people in the United 
States, have had enough experience with consumer credit regulations 
to know the problems involved when you once start down that road 
It does not fit in the American scheme of things. We could argue for 
hours about the various points involved, but I consider it unnecessary) 

I would like to leave this thought with you: The biggest rise in an) 
6-months’ period in consumer credit has been the last half of 1952 
Prices vecame so stabilized and goods became so plentiful that the 
administration is removing price controls and allocations of materials. 
which establishes that there is no relationship between inflationary 
pressures and consumer credit control. 

The Cuatrrman. You heard, of course, the previous witnesses toda) 
who take the position that this whole business can be handled b\ 
indirect controls. 

Mr. Sevsy. Mr. Chairman, we have lived with this thing now for 
the last 10 or 12 years. We have heard the theoretical economists 
and we have heard the Federal Reserve Board presentations. You 
have heard the arguments in this committee through the years. 

I submit to you that nobody, economist or otherwise, can establish 
that consumer credit controls ever had anything to do w ith inflationary 
pressure. The effect is nil. 

The Cuarrman. We have had witnesses today, and on previous 
days, who want to handle the inflationary spiral, even if we get into a 
big war, where we are taking as much as 50 percent of our national! 
produc t, they want to do it entirely by indirect controls, which is, of 
course, credit controls and taxes. 

Mr. Sevsy. I am aware of that. But they are missing the practical! 
effect of it. 

The CuarrMan. Then you can understand why we, at times, in this 
committee, get confused. 

Mr. Sevsy. I hope your experience in this area will stand you in 
good stead. 

The CuarrmMan. My position on this whole business is based 100 
percent on 8 years of experience on this committee. It is not a pet 
theory or hobby of mine. I challenge anybody in the United States 
Congress to have a better record of supporting private enterprise 
than I have. 

Mr. Sutsy. We are aware of that. 

The Cuairman. I am just trying to be realistic in this instance, 
and feel in doing so it is in the best interest of private enterprise. 
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Many people disagree with me. Many witnesses have disagreed with 
me. The purpose of this committee is to give everybody an oppor- 
tunity to say what they think. We are listening carefully to all of 
them. Had we not introduced the legislation, we would not, of course, 
have had a chance to hear the testimony of you gentlemen because 
we might well get into a big war. I certainly do not like what 
happened vesterday. 

Mr. Se.ny. None of us do. We wanted to make the record clear. 

The CuarrmMan. I appreciate that. Are there any questions? 

Senator GotpwaTer. You are talking about consumer credit? 

Mr. Sexsy. Right. 

Sentor Gotpwater. The type that we handle in our business. 
| have not heard any suggestions that that be included in indirect 
controls. I think what the doctor was referring to is control of bank 
loans, the control of credit such as the Government has. 

Mr. Sevsy. He used the words “consumer credit,’ if I followed 
him correctly back there. 

The Cuarrman. Let us say all consumer credit. Primarily, all 
the money is secured from the banks; not all, but a large percentage. 

Mr. Setzy. Have you noticed during the last 20 years the com- 
mercial loans for business and consumer credit outstanding have 
paralleled one another. They go up and down together. They are 
just about equal. 

The Cuarrman. Dr. DeGraff said here on page 12: 

Selective controls should be used similar in type and purpose to those embodied 
in the recently used regulations W and X, restricting the use of credit for con- 
sumers’ durables and housing. 

Senator Gotpwater. I apologize. I was not here at that time. 

The CuairMan. Ot course, the money to finance consumer install- 
ment sales primarily comes from the banks? 

Mr. Sexisy. That is right. 

The Cuairman. I know exactly how it works. If there are no 
other questions, we thank you very much for appearing. We will 
recess until two o’clock; at which time we will have before us Mr. 
Burns’ confirmation to be head of the President’s Advisory Council. 

[ hope we can finish with that in about 30 minutes and then get to 
our next witness. We stand in recess until 2 o’clock. 

(Whereupon, at 12:40 p. m., the committee recessed until 2 p. m.) 


AFTERNOON SESSION 
(The committee reconvened at 2:50 p. m.) 


The Cuatrman. Our next witness is Mr. Nixon. You have a pre- 
pared statement, Mr. Nixon. You may proceed in your own way. 


STATEMENT OF RUSS NIXON, WASHINGTON REPRESENTATIVE, 
UNITED ELECTRICAL, RADIO, AND MACHINE WORKERS OF 
AMERICA (UE) 


Mr. Nrxon. My name is Russ Nixon. I am Washington repre- 
sentative of the United Electrical, Radio, and Machine Workers of 
America. 

Mr. Chairman and members of the committee, I appreciate the 
opportunity to appear here and present a statement on behalf of the 
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300,000 workers that are represented by the United Electrical, Radio, 
and Machine Workers of America. These workers are employed in 
more than 1,000 electrical, radio, machine, and farm-equipment 
plants in the United States. 

The proposals herein advanced reflect the concern of the UE and 
its members about the economic welfare of our country, which the 
UE deems to be inseparable from the economic welfare of the work- 
ing people. The UE is concerned that, under the cover of a so-called 
anti-inflationary economic stabilization program, policies have de- 
veloped which have not restrained inflation, have served extreme 
profiteering, have damaged the wage and living standards of the 
average American, and have sown seeds of depression. Consequently, 
the UE urges the following proposals: Complete and permanent 
abandonment of the substitution of Government controls for free 
collective bargaining to determine wages. Government control of 
wages as an anti-inflationary policy is the wrong remedy, applied to 
the wrong people, in the wrong way, at the wrong time. Govern- 
ment wage controls eliminate collective bargaining, thus are funda- 
mentally destructive of the trade-union movement ‘and, therefore, are 
profoundly harmful to American democracy. 

Overall F a ‘ral rent controls should be reestablished to protect 
the economic health of the American people. 

Steps should be taken now, either through a standby system of 
Federal price control or through a standby freeze authorization, to 
provide the means necessary to curb profiteering and speculative 
general price advances whenever necessary. 

In addition, the UE supports the retention of necessary materials 
allocations and priorities and the elimination of the accelerated- 
amortization provisions of the Defense Production Act. 

Complete and permanent abandonment of Government wage con- 
trols: The UE urges the complete and permanent abandonment of 
Government wage controls as a substitute for free collective bargaining 
because 

(a) Government wage controls are based on false economic rea- 
soning; do not contribute to solving the problem of inflation; freeze 
millions of families in poverty status, and serve as a basis for depres- 
sion. 

(6) The substitution of Government controls to determine wages 
for free-collective-bargaining determination of wages destroys col- 
lective bargaining, which is the sole basic function of unions, and 
thereby fundamentally undermines the trade-union movement. 

Mounting fear of depression: There is general agreement that there 
is cause for serious concern about the economic outlook for the Nation 
when Government defense spending and defense-supported business 
expansion ceases to increase and even declines in the future. These 
fears are widely reported in the press and in the reports of business, 
profession, and labor economists. 

The major question raised by virtually all economic observers is 
whether consumer spending will be sufficient to absorb the vast output 
of the great productive capacity of our economy—whether consumer 
purchasing power will be sufficient to take the place of reduced 
military and industrial spending so as to avoid serious depression. 

The UE contends that this danger to our full- employment economic 
future is based on the shortage of purchasing power in thé hands of the 
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al, Radio, mass of the American people, the American workers in particular. 

ployed in This shortage is real both in absolute terms and relative to the tre- 

{uipMent mendous productive capacity of our economy. The UE further 

tit... contends that this shortage of purchasing power has been seriously 

ie and aggravated by the profit maximizing “economic stabilization’ in 

en th general, and the policy of wage control in partic vular. 

ep Ore False economic reasoning of wage controls: The basic philosophy 

so-called behind the economic-stabilization polic y has been that the fundamental 

Pre de- cause of inflation is “excess purchasing power’’—too much money held 

extreme by American consumers and working people. The control of inflation 

Cen therefore has aimed primarily at the restriction of the amount of 

money in the hands of the people. Wage control is seen as a major 

ee instrument for accomplishing this. 

re This wage-control philosophy was stated clearly on December 18, 

liad 1950, by the Wage Stabilization Board as follows: 

Sacha The solution to the inflation-control problem, with equity among groups, ap- 

; years to be a three-sided one: 

funda- First, to increase the production of military and essential civilian goods and 

ore, are ervices to the highest level consistent with the supply of basic resources, the 
tate of technology, and the future economic strength of the Nation; 

protect Second, to minimize to the greatest practical degree the volume of money and 
redit available for spending on what will be, at best, a limited supply of civilian 
goods and services; and 

stem of Third, to control specific areas of the economy to prevent any pentup infla- 

f10n, to tionar\ ae es from breaking out and to achieve, insofar as possible, an equality 

‘ulative of burde and sacrifice among groups and individuals 


It is in this third category that stabilization of wages, salaries, and other 
‘ compensation falls 
aterials 


erated The UE contends that this reasoning is false and dangerous. It is 
z (j- 


an approach that serves profiteering corporations concerned with 
increasing their profits by holding wages down and putting the burden 
of war production on the shoulders of labor and consumers in general. 

Instead of having excess purchasing power, the majority of American 
families who predominantly comprise the victims of wage controls do 
not have incomes sufficient to attain a minimum adequate standard 


re COn- 
lent of 
raining 


ic rea- 


freeze living; do not, as falsely claimed, receive the bulk of consumer 
lepres- incomes; do not do most of the saving and spending; and they do not 
hold the bulk of the Nation’s liquid assets. On the contrary, the 
wares great bulk of the Nation’s income and wealth is concentrated im the 
5 col- hands of the relatively small proportion of our population with 
. and incomes above those of working people—that is, that portion made up 
in the main of families not affected by wage controls. The following 
there facts make this clear. Ss “il 
lation __More than half of the Nation lives under substandard conditions: 
sineas The claim of proponents of wage control as an anti-inflationary 
— measure, is that the American people have been living a life of abun- 


dance, that they “have never had it so good,” that they have excess 
purchasing power which must be drained off to prevent inflation. 
The fact is that a majority of American families, rather than 


iness, 


ln having excess purchasing power, do not now have enough purchasing 
mer power to attain a minimum adequate standard of living. 

luced _ Tested by the very minimum yardstick of the Bureau of Labor 
yn. Statistics City Workers’ Family Budget, almost 26 million families- 
omic 53 percent of all families in the U nited States—had incomes in 1950 
f the less than sufficient to meet the officially defined minimum adequate 


standard of living. 
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It must be stressed that the Bureau of Labor Statistics minimum 
budget is a very modest standard. The deficiencies made clear by 
these Federal Government statistics for 1950 have been at least 
equally true up to the present time. These 26 million families have 
substandard incomes—not “excess purchasing power.’’ Yet they are 
the principal target of wage controls. 

Who gets the income? The claim is that low-income, working- 
class families receive the bulk of the money income, and need to be 
cut down by wage controls. 

The fact is, as indicated by the Federal Reserve 1952 Survey of 
Consumer Finances, that in 1951 the total of those families with 
incomes of less than $4,000 a year—constituting 57 percent of all 
families in the United States—received only 28 percent of the total 
money income. And yet, these are the families who ove rwhelmingly 
constitute the victims of a wage freeze. 

Who does the saving? The claim of theoreticians of a Govern- 
ment wage freeze is that the vast amount of savings done by the Amer- 
ican people constitutes a potential source of consumer demand and 
hence a dangerous inflationary force. Wage controls, it is said, will 
reduce these savings and thus reduce the danger of inflation. 

The fact, again provided by the Federal Reserve Survey of Con- 
sumer Finances is that low-income, working-class families, the target 
of wage controls, not only do not do the bulk of saving but actually, 
on balance, as a group are forced to spend more than “their incomes. 

In 1949 the bulk of the working population comprised 60 percent 
of all spending units, got 32 percent of total money income and dis- 
saved an amount equal to 52 percent of the total net saving. 

In the Federal Reserve survey for 1949, the spending units headed 
by managerial, self-employed, professional, and semiprofessional 
persons comprised 19 percent of the population and did 66 percent of 
the net saving. ‘This is the group for the most part not hit by wage 
controls while the spending units headed by workers comprising 81 
percent of the population, did only 34 percent of the total saving, are 
mainly those hit by wage controls. 

Who has the liquid assets? The claim, a third variation on the 
theme of the excess-purchasing-power justification for wage controls, 
is that workers have the bulk of a tremendous fund of liquid assets. 
Wage controls, it is argued, will combat inflation by reducing wage 
income, hence shutting off part of the source of this store of liquid 
assets. 

The fact is that the low-income, working-class majority of our 
families cannot possibly have been able to put by a great store of liquid 
assets. 

In 1951 families with incomes under $4,000 made up 57 percent of 
all family units and held only 32 percent of total liquid assets. The 
family groups with incomes over $7,500 were only 11 percent of all 
families and held 40 percent of total liquid assets. “The average liquid 
asset held by families with incomes of less than $4,000 was $65 on 
January 1, 1952. 

Who does the spending? The final claim advanced in defense of 
Government wage controls as an inflationary measure is that wage 
earners constitute the great bulk of our population and thereby do 
most of the spending. Since control of spending, it is said, is the key 
to control of inflation, the incomes of wage earners must be rabdeted. 
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This holds true, the argument goes, in spite of the unfortunate actuality 
of all of the substandard conditions of workers already enumerated 
in this testimony. 

The fact, again provided by the Federal Reserve Survey of Con- 
sumer Finances, is that low-income, working-class families actually 
do a minor part of total spending. 

In 1949 the bottom 60 percent of spending units with income less 
than $3,500 did only 37 percent of total spending. In 1949 the 
bottom 60 percent of our spending units bought only 38 percent of a 
large group of consumer goods and services made up primarily of food, 
housing, clothing, medical care, transportation, ete. 

Wage controls, based on false economics, do not solve the problem 
of inflation: It will be well at this point to recapitulate briefly the 
arguments and data on the basis of which the UE contends that wage 
controls are based on false economics. 

Wage controls are claimed to help halt inflation by reducing the 
excess purchasing power in the hands of wage earners and hence by 
reducing their actual and potential spending. Wage controls are 
necessary, it is argued, because workers are the bulk of the population, 
have the bulk of the income, savings and liquid assets, and do the bulk 
of the spending. 

The only correct element in this argument is that workers constitute 
the bulk of the population. For the rest of it, governmental statistical 
sources reveal just the opposite. 

These are the basic facts: Low-income, working-class families are 
the bulk of our population and constitute overwhelmingly the victims 
of a wage freeze. Nevertheless, these families in the main live at 
substandard levels. In 1950, 26 million families, 53 percent of all 
American families, had incomes less than required for the minimum 
adequate BLS budget. These families receive a minor portion of 
total money income. In 1951, 57 percent of all families, those with 
less than $4,000 annual income, received only 28 percent of total 
money income. ‘These families hold a minor portion of total liquid 
assets. In 1951, this same 57 percent of all families held only 32 
percent of total liquid assets. These families, as a group, do not save 
at all, but are forced to spend more than they earn. In 1949, the 
bottom 60 percent of spending units, those with incomes less than 
about $3,500, dissaved an amount equal to 52 percent of total net 
saving. These families account for a minor portion of total spending, 
In 1949, this same bottom 60 percent of spending units accounted for 
only 37 percent of total consumer expenditures. 

Above average income families, for the most part, are not affected 
by wage controls. They represent a minority of our population. 
Nevertheless these families receive the great bulk of total money 
income. In 1951 this same 43 percent of all families held 68 percent 
of total liquid assets. These families hold the great bulk of total 
liquid assets. In 1951 this same 43 percent of all families held 68 
percent of total liquid assets. These families account for more than 
total net savings. In 1949, the top 40 percent of spending units, 
those with incomes greater than about $3,500, as a group accounted 
for 152 percent of total net saving. These families account for the 
great bulk of spending. In 1949 this same top 40 percent of spending 
units accounted for 63 percent of total consumer expenditures. 
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Government wage controls are destructive of collective bargaining 
and trade unions. The most fundamental objection to wage controls 
is that they eliminate collective bargaining, which is the basis of the 
very existence of trade unions. This means wage controls pro- 
foundly undermine and weaken trade unionism, and thus are dan- 
gerously antidemocratic in their ultimate effort. 

The essence of this elimination of collective bargaining was stated 
by the Wage Stabilization Board itself, when in a unanimous state- 
ment on September 21, 1951, the Board said, with its own emphasis, 
that the important question under wage stabilization is not what the 
parties may agree upon but what the Board will approve. 

As soon as free and equal ae bargaining is displaced | 
Government control of wages—by the arithm etical calculations rs a 
Government agency operating on a set of “rules of negotiations’ as 
to “what the Board will approve’’—at this point a mortal blow is 
struck at the trade-union movement. Wage controls are for this 
reason a major employer weapon against unions and workers’ con- 
ditions. 

Collective bargaining becomes a mockery for the workers—a mean- 
ingless form, without any content whatsoever—when beside the em- 
ployer across the bargaining table sits an invisible ally who, with all 
the strength of the Federal Government, slashes the legitimate de- 
mands of workers. In actual fact, it has been this situation which 
has been the major impact of wage controls under the Defense Pro- 
duction Act of 1950. According to WSB Chairman Killingsworth, 
134,000 wage and pension cases were handled by WSB. Of these, 
17 percent or nearly 23,000 were denied or modified. More serious 
than the actual cutting of signed collective-bargaining agreements by 
the WSB, has been the inhibiting effect on bargaining of the club of 
Government ‘rules of negotiations’—a club ‘wielded joyfully and 
constantly by the employers. The Government has been in the 
position of doing a job for the employers—a job of holding down 
wages at precisely this time when, in a tight labor-market situation, 
the unions were ia a position to advance the standards of the workers 
and build a healthier base for our economy. 

The serious nature ee this blow of wage controls at the American 
trade-union movement can hardly be exaggerated. The collective- 
bargaining process is the lifeblood of the labor unions; it is the basis 
of the whole strength of the working people. Without this founda- 
tion, the American labor movement could become nothing but a labor 
front, akin to that of Nazi Germany. Particularly is this so when the 
wage control of Government is coupled with the antilabor Taft- 
Hartley Act, other repressive measures directed at labor, plus a power- 
ful employer antilabor campaign. Moreover, without the collective- 
bargaining mechanism of expanding consumer purchasing power and 
maintaining and raising the worker’s living standards, the serious 
threat of depression hanging over our economy is rapidly material- 
izing. 

Profit-maximizing nature of a ent stabilization policy: Two years 
of experience under the Defense Production Act of 1950 have shown 
us the consequences of a stabilization policy based on the false theories 
of wage controls as an anti-inflationary measure. The act has oper- 
ated to the detriment of the American people, and caused the living 
standards of the people to be seriously impaired. Thus, the act not 
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only did not aid in controlling inflation, but on the contrary fed the 
ravages of inflation and se rved to aggravate the “‘depression base”’ of 
our economy by increasing the shortage of consumer purchasing power 
relative to our tremendous productive capacity. 

The Defense Production Act did not touch the real fundamental 
cause of inflation, the enormous speculation and profiteering of the 
corporations, and the commodity and materials speculators. ‘Thus, 
the act, by establishing a vigorously effective wage-control program 
on the one hand, and on the other a completely ineffective, basically 
weak price-control program, left the spiral of inflation to continue 
inchecked to impoverish the people and to gorge the profit-swollen 
corporations. 

The facts make these conclusions unavoidable. During the so- 
called stabilization period of the Korean war, under the ‘slogan of 
“equality of sacrifice’ in the Defense Production Act, our economy 
produced enormous, and unprecedented profits for the corporations, 
while inflicting declining living standards on the working Esa: 
Total reported corporate profits before te ixes in the 2% years of the 
Korean war and “economic stabilization,” from June of 19; 50 to the 
end of 1952 were $107 billion, just equal to the previously record- 
breaking reported profits of the doubly long period of 5 years (1941-45) 
of World War II. Thus, the average annual rate of total reported 
orporate profits was $42.5 billion in the Korean war “stabilization” 
period, or twice the $21.5 billion average annual rate of World War IT. 

In addition, the annual rate of total reported corporate profits 
increased under the “stabilization” program of the Korean war, 
from a rate of $32.8 billions in the first half of 1950 to $40.8 billions 
in 1952. For manufacturing corporations this represented mainte- 
nance of the almost unbelieveable average rate of return on equity of 
somewhat more than 22 percent. The source is the quarterly financial 
report of the Federal Trade Commission and Securities Exchange 
( ‘omission. 

The “equality of sacrifice’? mentioned in the Defense Production 
Act becomes a mockery when we compare these lush and increasing 
‘eturns for the corporations, with the fare of American workers. 
Real average hourly earnings for production workers in industries 
comprising 81 percent of total nonagricultural employment in Novem- 
ber 1952 remained virtually stationary under the ‘“‘stabilization”’ of 
the Korean war. These average hourly earnings in constant June 
950 dollars were $1.37 before taxes in November 1952 as compared 
to $1.36 in June 1950. On a weekly basis, real earnings were $55.49 
in June 1950 and $55.50 2% years later in November 1952. ‘This is 
taken from the Department of Commerce Survey of Current Business. 
These real weekly earnings of $55.50 in November 1952 represent a 
loss of 3.6 percent as compared to weekly earnings of $57.59 in 1944, 
during World War II. Thus, the “e quality of sacrifice” stabilization 
program of the Korean war resulted in a doubling of the undeflated 
recordbreaking corporate profits of World War II, while workers were 
forced to suffer almost a 4-percent loss of their purchasing power. 

It must be remembered that these are before tax figures. When 
corrections are made for taxes, the sericus nature of the decline in the 
standard of living of American workers becomes a much more glaring 
contrast with the increasing and fabulous profitability of corporate 
operations. 
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Although the American worker, under the impact of “‘stabilization,”’ 
was unable to maintain his own living standard, he was ‘‘able,’’ indi- 
vidually, to produce an increasing amount of profit for his corporate 
employers. In the first half of 1950 each production worker in manu- 
facturing industries produced profits at an annual rate of $1,544 befor: 
taxes for the corporations. This figure rose to $1,796 by 1952, under 
the “equality of sacrifice’ principle of ‘economic stabilization.” 
Reduced to an hourly basis, we find that each production worker in 
the first half of 1950, for each hour he worked, produced $0.75 profits 
for his employer. By 1952, his profit production had increased | 
percent to $0.86 for each hour. 

It may be argued at this point that it is incorrect to use emetic 
profit data before taxes, but that rather, after-tax data should | 
used. ‘This is not a legitimate criticism because we are concerned ar 
with the question of the impact of the wage-price controls of economic 
stabilization. When evaluating such controls we have to take into 
consideration only the impact of wage-price mechanism. It is the 
mechanism of soaring prices and frozen wages which produces both 
the huge profits of the corporations and the declining standards of 
workers, cited above. 

Nevertheless, if we accede to the demand to consider after-tax data 
the picture remains substantially unchanged, with fabulous and 
increasing profits to the corporations, and declining living standards 
for the werkers. 

Total corporate profits after taxes in the 2% years of the Korean 
war were $48.3 billion, still roughly equal to the World War II profits 
of $48.7 billion, made in a period twice as long, the 5 years 1941-45 
Therefore, the annual rate of total corporate profits was double d even 
after taxes from $9.7 billion during World War II, to $19.3 billion 
during the “stabilization” period of the Korean war. 

In contrast, we find that real earnings of workers, ue corrected 
for taxes, suffered a considerable decline. Average real weekly 
earnings alter taxes of nonagricultural workers were $51. 83 (June 
1950 dollars) in 1944. By June of 1950, just prior to the outbreak of 
the Korean war, this had dropped to $51. By November 1952 the 
decline amounted to a total of almost 5 percent, with real week]; 
earnings after taxes being only $49.41 (June 1950 dollars). 

T ia conditions of fantastic and rising profits along with declining 
earnings for workers, were a direct result of the profit-maximizing 
nature of the Defense Production Act of 1950. 

The act served to reduce the people’s already inadequate purchasing 
power and place the burden of the huge war budget on their backs. 
The contrast between wage stabilization policies and price controls 
is proof of this. On the one hand, collective bargaining gains of the 
workers were narrowly circumscribed by a rigidly ‘administered strait- 
jacket of “rules of negotiation” set up by the Wage Stabilization 
Board. On the other hand, price gouging and rampant profiteering 
were legalized. 

Not only were prices frozen at their highest level in history (January 
26, 1951, after a period of warning in w hich corporations could shoot 
for the sky), in addition, there were no rollbacks, despite the then 
administration commitments, and about half the items which affect 
the cost of living (including rent, medical and other professional ser- 
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ization, vices, public transportation, and the bulk of the food items in the BLS 
le,” indi. [ index) were excluded, or only very partially controlled. 


orporat Moreover, after the freeze was put into effect, price control was 
in Manu transformed into its opposite, into a flexible margin control formalizing 
14 befor, and legitimizing price increases, and guaranteeing record-making 
2, under profits for the corporations. 
ization.” The profiteers were not satisfied with the original profit guaranties 
orker in of the act which insured price ceilings such that profits could not be 
5 profits less than 85 percent of their annual dollar volume in the three record- 
ased 14 breaking years of 1946-49. The Capehart amendment in addition, 
permitted corporations to set prices covering all cost increases incurred 
rporate- up to July 26, 1951, according to their own accounts of these costs. 
ould by The cost of this profit bonanza to consumers must have run to astro- 
ned her nomical figures. 


conomic In addition, the act, according to the provision of the Herlong 
ike into amendment, legalized a constant pyramiding of profits. This amend- 
t is the ment permitted corporations to maintain customary profit margins as 
es both costs increased. For example, when excise taxes on consumer house- 
lards of hold appliances were increased in 1951, these taxes were added to the 

cost of the goods along the supply lines. Thus when the customary 
ax data markups were calculated, not only were profits pyramided, but profits 


us and were made on the taxes themselves. 

undards Thus, economic stabilization as established by the Defense Produc- 
tion Act of 1950 did not control inflation. It could not control 

Korean inflation, because it did not really control the real source of inflationary 


profits pressure—the profiteering and speculation of business interests. 
441-45 Rather, because of its screen of false theories, the act struck at the 


d even economic standards of the American working people. The act 
billion thereby produced an intensification of the shortage of consumer 


purchasing power which constitutes the depression base of our 
rrected economy. 


week] The only way to control inflation is to control prices. All of the 
(June proposed controls legislation now before the Congress—including the 
reak of “standby” proposals of S. 753 and those of S. 1081 empowering the 
52 the President to impose a 90-day freeze while Congress acts—all of this 
weekly legislation envisages the reestablishment of the kind of control 
machinery which existed under the Defense Production Act of 1950, 
clining including both price and wage control. 
mizing For all of these reasons cited above the UE is opposed to the 
reimposition of wage control under any circumstances at any time. 
hasing The UE proposes instead that Congress adopt legislation based on the 
backs principle that the only way to deal with the emergency problem of 
ntrols inflation is to impose strict Federal control on all prices and rents, and 
of the to establish a system of priorities and allocations for scarce materials, 
strait- including consumer goods rationing if necessary. 
zation These proposals follow logically from the fact that the fundamental 
eering cause of inflation is the speculation and profiteering of business 
interests. It is a well-known economic fact that most prices in our 
nuary economy are characteristically “administered prices,” that is, prices 


shoot set by administrative action of huge corporations which in concert 
then have either a monopoly of their product, or are in a position so 
affect dominant in their field that their administrative price action sets a 
l ser- pattern for all competitors. This administrative price formation 


30216—53—pt. 2 
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extends down even into so-called highly competitive retail trades 
where misnamed fair-trade practices and trade associations are the 
decisive administrative-pricing forces. 

When the country is faced with an emergency economic situation 
of the kind that existed during World War II, and of the kind that 
existed following the outbreak of the Korean war, when shortages 
of goods of all kinds are either real, anticipated, or merely imaginary 
in this kind of situation the administrative-pricing mechanism is the 
force which sets the inflationary spiral in motion. Enormous specula- 
tion and profiteering became the order of the day as businessmen take 
advantage of the situation to ‘‘make a killing.”” The result is soaring 
prices and pyramiding profits and dividends for the corporations 
and upper-income families, while impoverishment is the fare of work- 
ing people and others whose relatively fixed incomes lag far behind 
the upward rush of prices. 

The period immediately following the outbreak of the Korean war 
was a classic example of this kind of development. Moreover, the 
“economic stabilization” established by the Defense Production Act 
of 1950 was, as we have proved earlier in our testimony, the exact 
opposite of what the situation required. The imposition of rigid 
wage controls struck at the victims of the inflationary spiral, inten- 
sifying the lag of their incomes, while an alleged price control system 
actually simply legalized the workings of the administrative pricing 
mechanism with the consequent piling up of huge corporate profits 
and dividend payments. The consequence was that the real source 
of inflation was left untouched. It must be admitted that the infla- 
tionary spiral was not halted by our ‘‘economic stabilization” program. 
The spiral lessened in late 1952 and early 1953 only when the basic 
economic situation had begun to move again in the direction of danger 
of depression, and the administrative pricing mechanism was thus 
restrained in raising prices. 

It is in the framework of these economic facts of life that the UE 
proposes that Congress adopt legislation to prevent a repetition of 
this situation in the event that we again face emergency economic 
conditions. This legislation, while completely abandoning wage con- 
trols, should authorize the imposition, immediately it becomes neces- 
sary, of rigid price controls to halt the speculative and profiteering 
operation of the administrative pricing of the industrial, financial, and 
business interests 

Continuation of Federal rent controls: In view of the continuing 
general housing shortage, particularly in large cities and for low- and 
moderate-income families, continuation of Federal rent controls is 
essential to prevent serious hardship arising from extreme rent 
increases, 

In summary, the following facts are evidence of this need: The 
ratio of vacant houses to the total supply of houses is generally far 
below the level necessary to prevent a situation in which landlords 
are in an overwhelmingly strong position to demand large rent 
increases. The 1950 Census Bureau vacancy ratio of 1.6 for the 
United States is probably approximately valid today, while in many 
larger cities the vacancy ratio is even less favorable to the tenant. 

Experience in decontrol communities have indicated ave rage rental 
increases of around 40 percent, with the largest percentage increases 
occurring in the housing of low-income families. 
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The general rate of return on investment for rental property has 
remained at levels making general elimination of rent controls totally 
unwarranted. This situation of general well-being for landlords under 
rent control has resulted because of the impact of the fairly complete 
elimination of rental losses through vacancies, reduction of operating 
expenses through minimizing competitive services, such as painting 
and decorating. 

Special individual hardship problems of small landlords can be 
satisfactorily handled through administrative discretion, but there 
is no possibility of avoiding the extensive economic hardship that 
would result from general elimination of rent controls so far as the 
small- and moderate-income families of America are concerned. 

(The supporting data are as follows:) 


SupPORTING DATA FOR STATEMENT OF Russ Nixon, WASHINGTON REPRESENTA- 
rive, UNITED ELEcTRICAL, RADIO, AND MACHINE WORKERS OF AMERICA (UE), 
on Proposa.s, PENDING BEFORE THE SENATE BANKING AND CURRENCY Com- 
MITTER, FOR Economic ContTrRoLs, Marcu 11, 1953 


MORE THAN HALF OF THE NATION LIVES UNDER SUBSTANDARD CONDITIONS 


The claim of proponents of wage control as an anti-inflationary measure is that 
the American people have been living a life of abundance; that they ‘“‘have never 
had it so good’’; that they have excess purchasing power which must be drained 
off to prevent inflation. 

The fact is that a majority of American families, rather than having excess 
purchasing power, do not now have enough purchasing power to attain a minimum 
adequate standard of living. 

Fortunately, we have an objective yardstick by which to measure what a 
“minimum adequate standard of living’? amounts to. The Bureau of Labor 
Statisties’ City Worker’s Family Budget gives this ‘‘minimum adequate standard”’ 
for a family of four. For families of other sizes the Treasury Department has 
assembled the basic information necessary to adjust the BLS budget. 

This BLS “‘minimum adequate’’ budget is by no means a “‘luxury”’ budget. 
It is far below what we consider ‘‘the American standard of living.’’ It was, in 
1949, $387 (for a four-person family) less than the budget estimated by the 
Heller Committee for Research in Social Economics, University of California, as 
necessary for a healthful and reasonably comfortable living 

In important respects, it is even lower than average consumption in the depres- 
sion, especially of foods, and considerably lower than actual per capita consump- 
tion in 1952, 


Bureau of Labor Statistics food budget versus United States per capita consumption 


Bureau of Actual United States con- 
Labor Sta- sumption per capita ! 
tistics budget etal ee ek. 

sllowance 

per person 1935-39 1952 
Meat, poultry, fish... pounds 116 157 | 191 
Eggs number__| 256 298 | 409 
Fluid milk and cream... pounds 320 340 | 400 
Fresh vegetables. - -. do 121 235 | 251 
Sugar. , — inns pecmnngeiticle do | 45 97 96 


1U. 8. Department of Agriculture, National Food Situation, July-September 1950, and preliminary 
figures for 1952, from Bureau of Agricultural Economics, 


There is nothing luxurious about the clothing budget. The man of the house 
could buy 1 overcoat every 634 years, 1 topcoat every 10 years. He could buy 
5 shirts a year, and 2 pairs of shoes. His wife could buy one cotton street dress 
a year; her wool dress would have to last her 5 years. 

In the medical-care department, the family could each go 3 times a year to the 
doctor, and each could receive 1 visit from the doctor at home. 
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The family could buy one low-priced car every 15 or 16 years. In this car 
they could drive to 19 movies during the year and to 4 baseball games (or othe: 
sports events, plays, or concerts). 

This family would be allowed 1 newspaper aday. It could buy a magazine once 
a week for 32 weeks of the year. For serious reading, it would have to go to the 
public library; the budget allows only 1 book per year. It would have to get 
along with the same radio for 9 years. 

This family could not have a telephone in its home, but would be allowed to 
make 3 local phone calls a week. It could write 1 letter a week. It could have 
such standard appliances as a cookstove, a refrigerator, washing machine, iron, 
sewing machine, vacuum cleaner, etc., if it could find a way to finance them on 
terms extending to 17 years for the stove, refrigerator and vacuum cleaner, and 
up to 100 years for the iron and sewing machine. The alternative is to share 
such items with other families, where possible. 

This is the very minimum budget which a majority of American families were 
unable to attain in 1950, the latest year for which data are available. The 
following table '! shows exactly how many families were forced to subsist at sub- 
standard levels in 1950, one of the most prosperous years of our entire history 


: ig ‘Ss got 

Needed ne ge 
Single person $1, 809 1 5, 950, 000 
2-person family 2, 491 5, 850, 000 
3-person family 3, 164 4, 350, 000 
4-person family 3, 719 | 4, 200, 000 
5-person family 4, 182 2, 620, 000 
6-person family 7 4,6.8 1, 470, 000 
7-person (or more) family ss 5, O80 1, 490, 000 
Total . oiuk | 25, 930, 000 


1 Single person got less. 


Thus, almost 26 million families—53 percent of all families in the United States 

suffered substandard living in 1950. Moreover, if we do not accept this very 
minimum BLS budget as an adequate measure of what we consider the “‘ American 
standard of living,’ but use rather, the more adequate budget necessary for a 
“healthful and reasonably comfortable living” estimated by the Heller committee 
for research in social economics of the University of California, we find that 
in 1949, 62 percent, or almost two-thirds, of all American families, could not reach 
an ‘‘American standard of living.’’ 

When confronted with the fact that people living at substandard levels cannot 
have excess purchasing power, defenders of wage controls often argue to this 
effect: It is true, and unfortunate, and something about which something must 
be done, that a majority of American families have incomes insufficient for a 
“minimum adequate’ standard of living. Nevertheless, it is said, when this 
great mass of American families is taken as a whole, they receive the bulk of 
the income, they have the bulk of the liquid assets, and they do the bulk of the 
saving and spending. Hence, in a time of emergency, the amount of money in 
their hands must be reduced, wages must be controlled in order to prevent 
inflation. 

What are the facts with respect to this argument? 


W ho gets the income? 
The claim is tl 
money income. 
The fact is , as indicated by the Federal Reserve 1952 Survey of Consumer 
Finances, that in 1951 the total of those families with incomes of less than $4,000 
a year—constituting 57 percent of all families in the United States—received 
only 28 percent of the total money income. We have chosen the income level of 
$4,000 a year for a purpose and that is, that $4,000 will serve as a rough indication 
of the average requirements of the Bureau of Labor Statistics’ “minimum ade- 
quate” budget for 1951. (The actual average requirements are higher—$4, 166 in 
October 1951). Thus we are talking here, in a general way, of the same majority 
of American families which we indicated above are living under substandard 


iat low income, working class families receive the bulk of the 


Sources: Budget data: Bureau of Labor Statisics City Worker’s Family Budget, October 1950, adjusted 
for different family sizes by means of Treasury Department study Individual Income-Tax Exemptions, 
1947,p. 6. Income data: Census Bureau’s Income of Families and Persons in the United States, 1950, series 
T-60 No. 9, Mar. 25, 1952, table 4. 
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onditions. These families receive only 28 percent of total money income; they 

are, therefore, not the recipients of the bulk of income as the argument goes in 
lefense of wage controls. And yet, these are the families who overwhelmingly 
constitute the victims of a wage freeze. 

In contrast to this, families with incomes of $4,000 and over annually, which 
represent only 43 percent of all families in the United States, receive 72 percent 
of total money income. 

Distribution of income, 1951! 


Percent of 
total money 
income 


Percent ofall 


Money income family units 
am if) 


Under $4,000 } 57 
$4,000 and over 43 


Source: 1952 Survey of Consumer Finances—Federal Reserve Bulletin, September 1952, supplementary 
, p. 998 


Who does the saving? 

The claim of theoreticians of a Government wage freeze is that the vast amount 
of savings done by the American people constitutes a potential source of con- 
sumer demand and hence a dangerous inflationary force. Wage controls, it is 
said, will reduce these savings and thus reduce the danger of inflation. 

Without going into the valid contention that a large part of this statistical fund 
of savings does not represent liquid assets available for spending on consumer 
goods—the important question to ask here is: Who does the saving? 

The fact, again provided by the Federal Reserve Survey of Consumer Finances 
is that low-income, working-class families, the target of wage controls, not only 
do not do the bulk of saving but actually, on balance, as a group are forced to 
spend more than their incomes. The latest data available are for the year 1949 
but we have been assured by statisticians at the Federal Reserve Board that 
savings patterns have not changed substantially since 1949.? 


Proportion of total money income received and net saving done by spending units 
ranked by size of income, 1949 


Percent of 
Spending units ranked by size of money income (before taxes) total money 
income 


Percent of 
net saving 


Top 40 percent (incomes of about $3,500 and over) eg 152 
Bottom 60 percent (incomes of less than about $3,500) 32 52 


Phere are two points on statistical procedure which reise certain minor technical difficulties, but which 
lave no effect on the main argument: (1) The data available is not always as up to date as would oe desir- 
ible. The patterns illustrated, however, remain uneffected, since changes are of a very minor degree 
») Two different units of measurement are used by the Federal Reserve— spending units and femily units 


“here are fewer total family units than spending units, since one femily unit may contain more than 1 
pending unit when for exe mple, adult children live with parents but do not pool their income for purposes 
f major expenses. The technical differences between these units do not affect the general argument. 


Source: Federal Reserve Builetin, November 1950, table 2, p. 1442 


Thus the top 40 percent of our spending units, those whose incomes in 1949 were 
roughly $3,500 and over, did 152 percent of the net saving; while the bottom 60 
percent, those with incomes less than $3,500, as a group dissaved an amount equal 
to 52 percent of total net saving. 

This $3,500 income level is approximately the level of the average BLS city 
worker’s family budget in 1949, so that the bottom 60 percent of our spending 
units in 1949, those with incomes less than $3,500, are comprised of essentially 
the same majority of our families shown earlier in our testimony to be living at 
substandard levels. These are the families who, on balance, dissaved and yet who 
are pred minantly the victims of the wage freeze which is justified as a means of 
reducing the inflationary potential of the country’s savers. 

As a matter of fact 105 percent of net saving in 1949 was done by the top 10 
percent of spending units, those with incomes of roughly $6,150 and over. This 
group of families is certainly overwhelmingly unaffected by wage controls. 

Further confirmation of the argument is given in the following Federal Reserve 
data. 
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Proportion of population and net saving by occupational groups, 1949 





Percent of Percent of 
Occupation o d of spending 
yecupat f head of spendi init population net saving 
Managerial, self-employed, professional, and semiprofessional 19 66 
Workers (clerical, sales, skilled, semiskilled, unskilled, service, farm oper- 
ators, and laborers, and others 81 34 


& Source: Federal Reserve Bulletin, November 1950, table 3, p. 1442. 


Here we see that workers whose families in 1949 constituted 81 percent of the 
population, accounted for only 34 percent of the total of net saving. That there 
is even this small proportion of net savings is undoubtedly attributable to the 
relatively few highly skilled workers and large, successful farmers. In contrast 
two-thirds, or 66 percent of the net saving in 1949 was concentrated in the hands 
of the non-wage-earners (managerial, etc.) whose families constitute only 19 per 
cent of the total population 
Who has the liquid assets? 


The claim, a third variation on the theme of the excess-purchasing powe 
justification for wage controls, is that workers have the bulk of a tremendous 
fund of liquid assets. Wage controls, it is argued, will combat inflation by re 
ducing wage income, hence shutting off part of the source of this store of liquid 
assets. 

The fact is that the low-income, working-class majority of our families cannot 
possibly have been able to put by a great store of liquid assets. This conclusion 
is supported by the data of the Federal Reserve Survey of Consumer Finances 


Proportion of liquid assets held by income groups of spe nding units, January 1, 1952 


Pereent of Percent 
M x 19 pending liquid a 
unit held 
Ty r %4.000 4 
( $4,000 ; ‘ 
$7.500 al ‘ 7 2 
Source: Federal Reserve Bulletin, September 1952, supplementary table 17, p, 999. 


Thus 64 percent of all spending units, those with incomes less than $4,000 
annually, held only 39 percent of liquid assets, while the remaining 36 percent of 
spending units, those units with incomes greater than $4,000, and who are in the 
main not affected by wage controls, held the great bulk, 61 percent, of liquid 
assets. 

Actually the concentration of liquid assets holdings in the high income groups 
was even greater at the beginning of 1952 since units with incomes of $7,500 and 
over held 32 percent of lquid assets while constituting only 7 percent of all spend- 
ing units. 

Essentially the same relationships and concentration of liquid asset holdings is 
apparent if we look at family units instead of spending units. 


Proportion of liquid assets held by income groups of family units, early 1952 


| Darnent of tn 
1951 money income before taxes Percent of oll ' oreauld. ” 
family units | assets held 





Under $4,000 57 99 
$4,000 and over na 43 | 68 
$7,500 and over : 11 49 


Sources: Federal Reserve Bulletin, September 1952, supplementary table 13, p. 998. Unpublished data 
in Federa] Reserve 1952 Survey of Consumer Finances. 
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The concentration of liquid asset holdings is indicated by the fact that the 
majority (or 57 percent) of families, those with incomes less than $4,000, held 
less than a third (32 percent) of liquid assets, while families with incomes of 
reater than $4,000, 43 percent of all families, held 68 percent, or better than 
wo-thirds of all liquid assets. Moreover, 40 percent of liquid-asset holdings 
are found in the top 11 percent of our families, those with incomes of $7,500 and 
more, 

Thus, the subjects of wage controls supposedly aimed at “‘excess purchasing 
power” are found to have only a very small portion of the liquid asset purchasing 
power rather than the bulk of it, as claimed by wage-control theory. 

We get further astonishing confirmation of the fact that low income, working- 
class families have negligible liquid asset holdings when we look at the actual 
average dollar amounts of such assets held by each family in various income 
groups. Moreover, it is clearly apparent that inflation since the end of the war 
has drained what little liquid asset holdings these poor families were able to 
accumulate during the war years. 


0 
+ 
l 


Median liquid asset holdings of spending units, by income groups 


January 1, Ist quarter, lst quarter, 


Money income before taxes in previous year 1949 


Under $1,000 A 0 0 
$1 ,000-$1 ,999 cs 10 40 
$2 000-$2,999 50 5 480 
$3,000-$3,999 200 70 900 
$4 ,000-$4,909 450 1, 400 
$5,000-$7 499 680 2, 750 
¢ 


OO and ove 3, 050 7, 250 


Al 240 "470 
Source: Federal Reserve Bulletin, September 1952, table 19, p. 999, and December 1950, table 35, p. 1607. 


On January 1, 1952, the great bulk (or 64 percent) of American spending units— 
those with incomes of less than $4,000, to whom we have devoted the major con- 
cern in our testimony, as the overwhelming majority of victims of the wage freeze 
this great bulk of spending units on the average had a middle or median liquid 
asset holding of $65. The detailed breakdown even more shockingly reveals the 
absurdity of the excess purchasing power argument. Spending units with in- 
comes under $1,000 (13 percent of all units) on January 1, 1952, had no liquid 
assets whatsoever. The 15 percent of units with incomes between $1,000 and 
$2,000 had an average, or middle holding of the magnificent sum of $10. Those 
with $2,000 to $3,000 incomes (18 percent of the total) were veritable Midases, 
having median holdings of $50. And a fortunate 18 percent of all units, those 
earning $3,000 to $4,000 annually, had a median holding of a $200 fortune. 

The effect of the postwar inflation on these family groups, who had to draw 
constantly on their meager savings to make ends meet, is exposed in the fact that 
the average holding of those with incomes less than $4,000 declined from $355 in 
the first quarter of 1947 to $65 on January 1, 1952. 


Who does the spending? 


The final claim advanced in defense of Government wage controls as an anti- 
inflationary measure is that wage earners constitute the great bulk of our popula- 
tion and thereby do most of the spending. Since control of spending, it is said, 
is the key to control of inflation, the incomes of wage earners must be restricted. 
This holds true, the argument goes, in spite of the unfortunate actuality of all of 
the substandard conditions of workers already enumerated in this testimony. 

The fact, again provided by the Federal Reserve Survey of Consumer Finances, 
is that low income, working-class families actually do a minor part of total 
spending. 

If we rank all of our spending units by the size of their incomes, we find that in 
actual fact the top 40 percent of units, those who received in 1949 67 percent of 
total money income,.did a roughly equal proportion of total spending, that is, 
63 percent. On the other hand the great majority of our spending units, the 
bottom 60 percent, received only 33 percert of total money income and did a 
commensurate portion of total spending, that is, 37 percent. These 1949 data are 
the latest available, but there is no reason to doubt that the relationships for that 
yeas still hold true today. 
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Distribution of money income and expenditures by spending units, by size of income, 
1949 


Percent of total 
| money income 
after taxes 


Percent of total 
expenditures 


Spending units ranked by size of income before taxes 


Pop 40 percent (incomes of about $3,500 and over 67 
Bottom 60 percent (incomes less than about $3,501 33 7 
Source: Federal Reserve Bulletin, November 1950, table 19, p. 1451 


These facts are in direct contradiction to the theory of wage controls. It is 
important to note that the dividing line between the top 40 percent of spendi 
units and the bottom 60 percent comes at about the income level of $3,500 px 
vear, which is a rough measure of the BLS city workers’ family budget for 1949 
Those spending units below this income level are predominantly the victims of 
wage controls, they are a mojarity of our total spending units, and yet they account 
for only 37 percent of totalspending. These units, therefcre, do not do the bulk of 
the spending, while the 40 percent minority of spending units, who do account for 
63 percent of spending, are not in the main affected by wage controls. 

This distortion of income distribution and expenditures is an amazing revelation 
for those of us who in the past have found it easy to accept the reasonable-sounding 
proposition that the majority of our families do the majority of the spending. The 
proposition is contradicted by the facts. This becomes even more clear when we 
look behind the overall figures, at the spending patterns for particular kinds of 
consumer goods 

As incredible as it may seem, the bottom 60 percent of our spending units 
account for a minor portion of spending even for the necessaries of life. In 1949 
this majority of units (60 percent) bought only 38 percent of a group of consumer 
goods and services consisting primarily of food, housing, clothing, medical care, 
transportation, recreation, education, and State and local taxes.3 Thus wage 
controls, directed at restricting the income and spending of these people, rather 
than being an anti-inflationary force, accentuates already distorted and inadequate 
conditions. 

Let us look now at the data for purchases of various consumer durable goods 
What income sections of the population buy the majority of these goods? 


£ 
r 


Income distribution of purchasers of various consumer durables and homes, 1951 


Percent of all purchases by each income group 


Percent of 


Money income before taxes all spending 


Furniture 


units New and major Television Homes 
autos household | sets (nonfarm)! 
| appliances | } 
| 
Under $4,000 64 29 51 40 4) 
$4,000 and over 36 71 49 60 59 


The income distribution of nonfarm spending units is approximately the same as that of all spending 
units: Under $4,000, 62 percent of all spending units; $4,000 and over, 38 percent. 


Source: Federal Reserve Bulletin, August 1952, table 10. p. 868, and table 22, p. 875. 


For all goods it appears that the group of spending units with incomes less than 
$4,000 account for a considerably smaller proportion of the purchases than they 
themselves are a percent of the total number of spending units. But most im- 
portant from the point of view of testing the validity of the theoretical justification 
for wage controls, these low-income spending units, while representing almost 
two-thirds of all spending units, 64 percent to be precise, actually but (with one 
exception) considerably less than half of the durable goods. 

Thus, the spending units with incomes less than $4,000 were in 1951 64 percent 
of all units, and yet they bought only 29 percent of the new autos sold in 1951, only 
40 percent of the television sets, and only 41 percent of the nonfarm houses. The 


+ Federal Reserve Bulletin, November 1950, table 19, p. 1451, : 
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of income, 

vear 1951, it must be remembered, was the year of maximum effect of the post- 

Korean war inflation, the year par excellence of the wage freeze, the year above 
other years in which wage earnings were restricted by Government controls 

yn the grounds that wage earners did most. of the spending. 

On the other hand, the spending units with incomes greater than $4,000, those 
who were in the main not affected by wage controls, bought the great majority of 
the consumer durable goods and houses; though they were only 36 percent of all 
spending units; they bought 71 percent of the new autos, 60 percent of television 
sets, and 59 percent of nonfarm houses, 

That these spending patterns were not peculiar to the year 1951, but have 
been continuing trends, is indicated by the pattern of ownership distribution by 

e same income classes. 
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Ownership of consumer durable goods, by income groups, early 1952 


Percent of each income group 


owning 


y account 
he bulk of money income before taxes 
eee 50! rv set Refrigerat 
evelatior 
‘sounding 
ng. Thi 
when we 
kinds of Source c | Reserve Bulletin: August 1952, table 8, p. 866; tab! 
, table 1, p. 975 
ing units Thus, only 46 percent of spending units with incomes less than $4,000 owned 
In 1949 autos in early 1952, while 81 percent of the high-income units, $4,000 and over, 
‘onsumer owned autos. The corresponding figures are 16 and 53 percent for TV sets, and 
ical car 57 and 86 percent for refrigerators. 
1uS Wage 
e, rather CRITICAL HOUSING SITUATION REQUIRES CONTINUATION AND EXTENSION OF 
adequati FEDERAL RENT CONTROLS 
le goods The UE’s proposal that overall, Federal rent controls be continued and extended, 
) arises from the fact that there exists in the country today a housing shortage of 
sufficiently critical nature, especially in large cities, to provide the basis for 
3, 1951 tenant-gouging and profiteering on the part of unscrupulous landlords. The 
facts show this to be the case. 
roup Are rent controls needed? 
The claim is that there is no longer a critical shortage of housing, with the 
exception of a few isolated critical defense areas, and that therefore Federal rent 
Homes controls are no longer generally necessary. 
\onfarm The fact is that the ratio of vacant houses to the total supply of houses is 
generally far below the level necessary to prevent the kind of situation in which 
a any given landlord or group of landlords can demand substantial increases 
in rents from tenants,’’ and in which “these demands for increased rents can 
continue indefinitely.”” (Quotes from Office of Rent Stabilization publication, 
The Meaning and Significance of Vacancy Ratios.’’) 
| spending What is the desirable level of vacancy ratios? In his Report on Stabilization 
of Rents in the United States, J. M. Henderson, Director of Rent Stabilization, 
stated that “the desirable minimum ratio of vacant houses to the total supply of 
houses in urban areas has been estimated as 2.5 or 3 percent. Five percent is 
regarded as about ideal.’’ Moreover, in its report of May 19, 1950, the Committee 
on Banking and Currency of the House of Representatives indicated that normal 
vacancy ratios were 5 to 6 percent. 
The actual situation at present is far from desirable or ideal; 1950 Census 
Bureau vacancy ratios, which are still in the main valid today are as follows: 
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United States 1. 6| Youngstown 0. 6 
percent Pittsburgh . 8| Boston 9 
1, only St. Louis . 7| Chicago 5 
s. The Does decontrol result in huge rent increases? 
The claim is that housing construction has advanced to the point where the 
supply of housing is sufficient to prevent large increases in rent when control‘is 
removed. 
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The fact is that in innumerable communities where rent control has been 
removed, rent increases of 40 and 50 percent have been. widespread. Two 
examples of this are: 

(1) Milwaukee, Wis.: Decontrolled August 1949; by October 1952, BLS rent 


index had risen by 41.8 percent. (Henderson report, pp. 5-6.) 
2) Battle Creek, Mich.: Decontrolled October 20, 1950; by July 1952, rents 
had increased on the average by 38.6 percent. (Henderson report, pp. 5—6.) 


Moreover, these rent increases have hit the low-income families hardest, in 
these cases running usually more than 50 percent, and up to as high as 71 percent 
(1 T oledo, Ohio: Decontrolled September 30, 1952. 


Changes in rents, Sept. 30 December 1952 


Rent increases aver 
wed per montt 





R ip Se] t 952 
Dollar Percent 
ler $30 rent $12. 88 54.8 
$30-$49 rent 11.16 28 
$50 rent and over 8. 10 
Source: He p 
( ess evued by Office of Rent Stab ation 
Increase in rental 
group under $30 
month 
Period from decontrol Overall 7 
( percent ; 
to survey date 7 Percent- 
_ age of A verage 
units re- percent 
eiving increase 
increase 
New Castle, Ind February 1949-April 29 76 0) 
1951 
Mayfield, Ky September 1950-April 40 74 
1951 
Fremont, Ohio Octe er 1949-April 32 88 
Point Pleasant. N. J March 1949 April 1951 32 65 68 
Cecil County, M September 1949-Sep- 40) 77 69 
° ember 1951 
Muskegon, Mict June 1951-November 14 68 
195] 
Danville, Pa Decer ‘r 1949-March 44 92 
Qn9 


Have landlords suffered under rent control? 


The claim is that rent controls have been discriminatory against landlords, 
that rent controls have been much more rigid than any other controls, that rents 
have risen much less than other prices, and that therefore landlords have suffered. 
The fact is that under rent control, landlords have benefited from huge increases 
in their earnings. Comparison of rent increases with other price increases gives 
a completely false picture of the welfare of landlords. Earnings, and not rent 
movements are the determining factor. Although rents themselves may have 
increased less than other prices, earnings from rental housing have increased 
considerably more than rents, due to the fact that vacancies are practically non- 
existent, thus cutting out the cost of empty housing, and operating expenses have 
increased little, if at all. The tight housing market has permitted the elimination 
of competitive services such as painting and decorating. This has offset much, 
if not all of the increased costs for items used in rental housing operation. 
These facts are substantiated by the available data: 
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‘trol has beer Percent change 1939-44, items relating to landlords’ earnings 
spread. Two Rents ia cS : E a 2 9 
ve Rental housing operating expenses_ . ; ; a 6. 9 
y52 : 
2, BLS rent Net operating income: 
Small structures -- - iat hi bie — +45. 2 
» hare 
ly 1952, rent Apartment houses - - ; . +- 33. 7 


pp. 5-6.) 
oS hardest, I 
as 71 percent 


source: Has Rent Control Been Discriminatory? Office of Price Administration publication. 


As a matter of fact, the increases in net income—net operating income less 
reciation charges and interest—are found to be much greater than the increases 
net operating income because in many cases depreciation charges and interest 
have remained relatively fixed. The OPA publication Has Rent Control Been 
Discriminatory? gives Los Angeles as an example. There, from 1939-40 to June 
1943, while rents rose only 3 percent, and net operating income rose only 22 per- 
nt, net income—actual landlords’ earnings—rose 131 percent! Thus under 
World War II rent control, which was much more rigid than present controls, 
‘ Percer landlords made tremendous earnings gains. 
[hese World War II trends have continued after the war up to the present 
. 88 1. time. An OPA survey of seven cities in 1945 showed that net income—income 
after operating costs, interest, and depreciation—from apartment rental units 
i “ranged from 85 to more than 200 percent higher than in 1939” (hearings, Senate 
| Banking and Currency Committee, rent control, 80th Cong, Ist sess, p. 379). 
Later data show a continuation of this trend through 1950 and we have no 
; ason to believe that the trend has not continued through 1953. Former Housing 
Expediter Tighe Woods has stated that landlords in 1950 were making more money 
than they did before rent control. Extensive hearings made by the Federal 
iia Nik Government, Mr. Woods stated, show that between 1939 and 1950, the operators 
IP under $30 of apartment houses had a 44-percent increase in their net operating income 
month tatement of Tighe Woods, former Housing Expediter, before the House Banking 
and Currency Committee on the Defense Production Act, 1951, p. 539). Net 
it. ncome as shown above in the Los Angeles example, must have increased con- 
f A veras siderably more than 44 percent. 
re- | Percent [hese facts make it abundantly clear that landlords have fared exceedingly 
haces well under rent control, rather than having suffered discriminatory treatment 
s claimed. 


Senator SpaARKMAN. I notice somewhere in your statement you 
74 bring out the fact that the bulk of the population with the high 
income, those in that bracket, as I recall, represent 152 percent of the 


number of persons having savings. 
- = Mr. Nixon. That is not exactly correct. The reason you get a 
: figure above 100 percent is that the population below that level 


I think it is $4,000—dissaves to an amount equal to 52 percent of the 
total savings. 

Senator SPARKMAN. I thought that is what you meant. I suppose 
you have the figures to back up your statement all right? 

Mr. Nixon. That is right. 


andlords ‘ . J . . A 
ore Senator SPARKMAN. That is a little hard for me to conceive. I 


hat rents 


suffered. realize we move more or less in cycles and there are periods of saving 
increases and periods of dissaving. But I have never understood how, over a 
=e _— protracted period of time, there could be, on the part of anybody, 

dissavings, except as they go into debt. Even if they go into debt, 


ay have 


ncreased they are supposed to pay it off sometime. Maybe I can frame my 


ly non- question in this way: Over what period of time do you measure that 
ses have figure of 152 percent? 

ning ' . 

von Mr. Nrxon. In the first place, you understand they are not my 


t much, . 
figures. In a sense, they are your figures. They are the official 


Government figures. They come from the Federal Reserve Board 
Analysis of Consumer Finances. 
Senator SpaARKMAN. Over what period of time? 
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Mr. Nrxon. That is a report that comes out year by year. Thi 
particular year that I have quoted here has to do with 1949, sinc 
that was the latest year available. That applies to that year. 

I can only tell you that the evidence is that the similar trend con 
tinues before and the evidence is that it is continuing in the future 

The CuarrMan. What page is this on? 

Mr. Nrxon. It is page 4. 

Senator SPARKMAN. Is that where the 152 percent is used? 

Mr. Nrxon. Thatis right. If you will notice, in the supplementary 
data which is attached to your statement on page 4, there is appended 
the table of the Federal Reserve Board study. It is at the bottom of 
the page. It is just a straight report to you of the Federal Resery 
Board findings. I can understand the puzzlement that you have. | 
think the point is that there are people going into debt every year 
They may not necessarily be the same people, but at least in the period 
that this report has covered, the situation as far as debt and saving of 
the bottom 60 percent of the people of this country in 1949 was that 
they had 32 percent of the total money income, and that they dissaved 
spent more than they had, to an amount equal to 52 percent of th 
total amount that was saved by the other section of the population. 

I am glad you raised that point. I can understand your astonish- 
ment. I think the figures are beyond question. And your astonish 
ment, it seems to me, merely serves to emphasize the point I want to 
make about this 

Senator SPARKMAN. I do not question the accuracy of the figures 
But at the same time, you know, different pictures can be drawn with 
the same figures. We study these in the Joint Economic Committe: 
from time to time, and we get these economic indicators every month 
I am sure you are familiar with those economic indicators. 

Mr. Nrxon. Yes, sir 

Senator SpARKMAN. While I admit that, taken at any particular 
time or extent of time, such a condition as that might be true, yet 
it just simply cannot be true all the time. It may very well be that 
in 1949 it is true. 

It could be a reaction from the tremendous savings that were 
made during the war with war bonds. We do know as the E bonds 
become due they are pretty generally well cashed out, or were up 
until last year when the increased benefits were given to them. 

Sut I just feel there must be certain factors that enter into it 
that you are not dealing with right here. I am not questioning 
your figures, but I believe we should look at it from all sides. 

Mr. Nrxon. I think my statement will show that when I deal with 
income, savings, and liquid assets. 

Senator SpaRKMAN. I just feel if you leave a statement like that 
without further consideration, vou have left it dangling in the air 
Perhaps it gives a false impression 

Mr. Nrxon. I think you will find adequate supporting data for this 

Senator SpARKMAN. I go along with you in the statement you 
make as to low-income people. As you may know, I was the chair- 
man of the subcommittee that made a study of low-income people 
We brought out some pretty astonishing facts in that committee 
But this question if dissavings is a subject of great interest to me 
I believe in considering it; we ought to take into consideration all 
of the factors and not just one. 
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\ir. Nixon. You will find T have five separate factors summarized 
here which relate specifically to this. 

Che point I am making is that if you look at the distribution figures, 
come savings, liquid assets, and who does the spending, you will 
find that the bulk of the people who are the target of wage controls 

not the people in the population who are doing the bulk of the 

pending, getting the bulk of the income or having the bulk of the 
avings and liquid assets 

hat leads me to say, as I did at the outset, that the target is 

ected at the wrong people. 1 do not know just what case has been 

ide here, Senator Capehart, for wage control. I have a feeling that 
the hearings have gone on and this was just sort of thrown in along 
vith price control. What I want to say has to do with wage controls 
n general and under any circumstances. I would want to say right 
wav that I think there is a special case to be made against wage 
trols on a 90-day basis, and that the case that can be made for 

ce controls, or standby freeze, with which we are in agreement, 
oes not apply to wage controls or to wages, for reasons which I think 
we can make apparent 

Senator Gotpwarrr. What does your yardstick total under the 
wage-control system? Do you have it broken down weekly or 


innually? 

Mr. Nrxon. It is an annual figure, Senator Goldwater. If vou 
will notice, the first item in the supporting data gives you some detail 
Actually, what we have been able to do by using Treasury data is to 
break down the size of this budget for various family situations. The 
Treasury Department did it in connection with the presentation they 
prepared for the income tax. It varies depending on the size of the 
family. You have on page 2 of our supporting data, the figure for 
LO50. 

The CuarrMan. What is the amount that it is maintained is 
necessary? 

Mr. Nixon. It depends on the size of the family. For 1950, for a 
single family, it was $1,809. 

The CuarrMan. For a married person? 

Mr. Nixon. For a 2-person family, $2,491 

The Cuarrman. For three? 

Mr. Nrxon. $3,164. For 4 persons it was $3,719. For 5 persons 
it was $4,182, and so forth. 

The Cuatrrman. Your position is that over half of the families are 
below the $4,100? 

Mr. Nrxon. Yes. I say this is a modest budget. It is a minimum- 
adequacy budget These are Federal figures. The adaptation to the 
ize of families is done by the United States Treasury. All we are 
doing is presenting this to you and saying that 53 percent of the 
families are below that budget in 1950, and that the wage-freeze 
program is aimed directly at them. They are its principal—not its 
only—target. It is said that one evidence of excess purchasing power 
is $215 billion consumer income, but you have to be very careful in 

hat you are talking about and that you have to break it down by 
omething of this sort. 

Senator Gotpwarer. You use all families in arriving at this 
whether they are employed or not, regardless of the industry? 

Mr. Nixon. That is correct, 
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Senator GoLpwarTer. I would just like to quote to you from the 
Monthly Labor Review, volume II, that came out last week of this 
year. It shows, just glancing over it quickly, that in all the different 
classifications of labor on these two pages—I do not even know if it 
goes further; it does—that from 1950 to 1952 the average weekly 
earnings increased rather substantially under wage control. 

Mr. Nrxon. I would hope so. Prices increased rather substantially 
under price contro! 

Senator GoLpwarer. Let me get back to one question. You would 
be for a 90-day freeze or standby control—I may be wrong on this 
because I was not here—if it did not control wages? 

Mr. Nixon. We are in favor of Senator C apehart’ s proposal for a 
90-day freeze. We think that is correct on prices. We are opposed 
to wage controls in any way, shape or form or at any time, and I am 
trying now to make such a case. 

Senator GoLpwater. Even from the 90-day setup? 

Mr. Nrxon. Yes 

Senator SPARKMAN. As opposed to the freeze? 

Mr. Nrxon. No qualification as to anything I say as far as wages 
are concerned. 

Senator GoLpwateR. Do you believe, inasmuch as wages constitute 
from 30 to 60 percent of the ultimate cost, that we could freeze only 
prices and not wages and have it advantageous to the group that you 
are talking about? They would be the ones that would suffer the 
most? Wages would go up without prices. Then, the first thing 
you know, prices would come up to wages, and we would have the 
same old merry-go-round that we have had for 13 years. Do you 
think that really will work? 

Mr. Nixon. What we are saying here, we are saying very seriously. 
It is not a new position to us. We have taken it all along. 

As far as the relationship of wages and prices, we have, of course, 
considered it. It is possible to handle the problem of price develop- 
ment through effective price controls and an effective tax program 
and effective rationing without having wage controls. You will have 
wage-collective bargaining proceeding as it always does. The point 
is that wages are not determined in the way that prices are, that a 
wage contract, a collective-bargaining contract is a determination, 
an agreement between an employer and a union. That very feature 
of it gives a certain discipline to the whole situation and the agree- 
ments that are reached might produce a tug of war on the distribution 
of a particular profit picture. But if you have effective price control, 
the wage determination will be made within that framework and you 
would not have the spiral problem. 

Senator Gotpwarter. I think you and I argue pretty much the 
same way. I think that neither wages nor prices can be controlled, 
that the wage earner would actually be better off in a free economy of 
any kind, regardless of how his wages were set, whether by union 
negotiation or by agreement with the management. 

Mr. Nrxon. I do not say that wages cannot be controlled. I say 
they should not be controlled. 

Senator GoLpwaTER. I say the same thing about prices. 

Mr. Nrxon. You wait and we will find out, because I think prices 
can be controlled. I think they have been controlled, and I think 
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they can be controlled in the future and I think they should be con- 
trolled in the future. 

Senator GoLpwaTER. We will not go into that. Wage control has 
not been too widely discussed in this series or hearings. | do not 
think I have heard anybody say that wage controls would tend to 
stop an inflationary effect. 

Mr. Nixon. Then I wonder why is it proposed, because it is a 
death blow at the trade-union movement. 

Senator GoLpWATER. The two are tvped together? 

Mr. Nrxon. You are right. They are. That is the point I made. 

Senator GoLtpwaTeERr. If we have to have controls, vou are opposed 
to any wage controls at any level? 

Mr. Nrxon. Yes, sir. 

Senator GotpwaterR. And we do not need to break it down, how 
you could exclude, for instance, the wage earner who breaks above 

Mr. Nrxon. No, sir; you could not. 

Senator GoLpWATER. You say, just no wage controls? 

Mr. Nrxon. No wage controls at all. I think Senator Capehart 
once introduced a freeze bill directed just at prices. 

Senator Capenart. That was in 1950. You go along with the 
theory that you can tax the people in case of a big war where the 
Government might be spending as much as $150 billion and tax 
them to the extent of $150 billion in order to be on a cash-as-you-go 
basis? 

Mr. Nixon. I have heard that question discussed here 2 or 3 times. 
As to the way the Cornell professor asnwered it this morning, I do 
not think it 1s quite that simple. I would put a basic reliance on 
taxation because it is a potential which permits you to select your 
burden. I would not want to go to the full potential of it. I would 
add to that control. I would add rationing. I would want to add 
something where you could get consumer saving. 

The CuatrMan. I think if you took all the income that everybody 
makes over $10,000 a year, took the total income they made, I believe 
my figures are correct, if not, will somebody correct me, I think 1 
would raise less than $10 billion additional in revenue. 

Mr. Nixon. I do not have the figures. 

The CuarrMan. Therefore, if you follow the premise, you would 
have to take $150 billion away, and with the national income no 
greater than it is at the moment, you would have to get the bulk of 
these additional taxes from people making $10,000 or less? 

Mr. Nixon. That is right. 

Senator Go_tpwaTER. Let me mention something on that, too. 
I do not think many of us understand what we are getting at on this 
indirect control. What the chairman said is right about over $10,000. 
In fact, it would run the Government 16 days on last year’s budget. 
The doctor, I believe, this morning testified on this and made a very 
sound statement in that we have tried to conduct the economy of the 
country in two wars so that the civilian population would not know 
there was a war going on. We failed to do that. 

I will be perfectly frank in this. I think we failed, and I think you 
can attribute a lot of this inflation to politics. It would take an 
awful lot of courage for a man in politics to look at this tax picture 
the way it should be set up and say, “I will be for it because I don’t 
mind telling you what it would take.” 
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In the last war, World War II, if every income from $2,000 to 
$8,000 had had a 10-percent income tax—that is how much it would 
take—added to a much broader take from corporations and indi- 
viduals, a much broader take at the same high levels, this country 
could have stayed on a cash basis. If that is what we are talking 
about, and if you know politicians the way I know them, you know the 
impossibility of that happening 

Sut when you talk about maintaining an economy, and talk about 
maintaining people in the same life that they enjoy in peacetime during 
war, you get into an awful lot of questions that we do not talk about 
here. 

Mr. Nixon. I cannot base my proposals on what you refer to as 
lack of courage as to Congressmen and Senators. I have to base it 
on what I think is the best interest of the country. 

On the question of income, I just quoted the fact that 57 percent 
of the family units held only 32 percent of the total liquid assets. 

Where you have a vast allocation of your income to military pur- 
poses, you face up to the question of how you apportion that. You 
must begin to face up to the proposition that there is a level of mini- 
mum human existence below which you do not go. This is not just 
being a do-gooder; it is not just being a trade unionist. It has to do 
with the health and efficiency of your population, your team. 

I do not think the Congress in its wage-control program or tax 
program has ever faced up to the proposition that there is a minimum 
line of existence and we go below that as a last resort because when 
vou do that you are making people hungry, you are hurting their 
health, and you are undermining their basic standards of living 
Before we get into that we do a tremendous amount on the Cadillac 
and the Buick levels of our country. 

If that is tough politically, we still do it, at least, we advocate it. 
We say the wage-control program is an evasion of this responsibility 
of the Congress. It is taking what I think is implicit in what you said, 
the easy political road to hit the people in an indirect way, the ones 
who cannot afford it. 

The CHarrMan. Would you control wages, say, of $5,000 and up 
and not control them, say, $5,000 and under? 

Mr. Nixon. I would be inclined to think that would be a difficult 
thing to manage, that it would be much easier to get at it through the 
income-tax program. 

The CHarrMan. It takes $4,000 to live as the minimum living re- 
quirement. That is 26 million families. Your point is that they are 
not the ones that contribute to inflation? 

Mr. Nrxon. That they do not have excess purchasing power. 

The CaarrmMan. They might contribute to inflation in that respect, 
that they might buy a lot of goods on the installment plan. 

Mr. Nrxon. We have a section on who does the spending. 

The Cuarrman. The people with $4,000 and above might well 
contribute to inflation by virtue of their ability to buy. They would 
have quick assets and income that permit them to buy. 

Mr. Nixon. I want to remind you in the hypothetical situation 
which you mention, that I just did not say “taxes.”’ I said that I 
thought vou would have to have effective price control. You have to 
have rationing. I would be strongly in favor of either directly or 
indirectly getting into an increased saving situation. 
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The CuarrMan. If you had no wage control but had price control, 
would there be much increase in wages, if prices were actually held 
at a given point? 

Mr. Nrxon. My point is that it would be very seriously limited. 
There are two ways to look at this. One is to look at the economy as 
a whole; the other is the question of the individual firm. When you 
sit down at the bargaining table and are going to bargain with your 
employer, he has a certain price situation. He has a certain cost 
situation. He has a certain profit situation. 

As far as I know, collective bargaining proceeds pretty reasonably 
within that. Sometimes there is disagreement and it goes over to 
a strike action. Usually, unions are not cutting their own throats by 
driving employers out of business. That just does not happen. They 
bargain within the framework of the system. If it is weak and politi- 
cally run, they can reach an agreement to up wages and go get a price 
increase that is not a satisfactory situation. 

If you have an effective price-control situation, my position is that 
you would have your collective-bargaining proceeding set up and you 
would not have the question of the spiral Senator Goldwater spoke of. 
You have the spiral resulting because you do not have effective price 
control. You sit down and bargain, not within an effective framework 
of price control, but an ineffective one. 

Senator GoLpwaTterR. Do you think price controls alone can stop 
inflation? Do you think any combination of price controls, with 
rationing, any kind of methods you want to devise, do you think it 
will stop inflation? 

Mr. Nrxon. Yes; I think it is within the power of the Federal 
Government through an effective system of price control, taxation, 
rationing, probably credit controls, and some other indirect controls, 
although I do not put primary emphasis on them to bring about a 
general stabilization of the price level. 

Senator GoLpwaTeER. Would it stop inflation? 

Mr. Nrxon. We are just quibbling. 

Senator GotpwarerR. Not necessarily. That has become a very 
misconstrued idea, that prices cause inflation. Prices are the result 
of inflation. 

Mr. Nixon. Well, that is not what I said. If you have a stabilized 
price level, you do not have an inflationary situation, by definition. 

Senator GoLpwater. I would like to know, are you going to give us 
your recommendations on how to make this work? 

Mr. Nrxon. Yes, sir. 

Senator GoLpwatTeRr. In passing, I would like to make one observa- 
tion. Under wage and price controls—mind you, I am not saying 
that salaries reached a level that they should or that prices did this or 
the other thing—but in your own industry, since 1950 to the end of 
this last year, wages were up 18 percent, the cost-of-living index was 
up 10 percent. Iam not trying to justify what that wage is. I just 
wanted to remind you that under price and wage control we have that 
outstanding situation of unbalance in your own industry, the electrical 
workers. 

Mr. Nrxon. I have not used the words “wage freeze.” I have used 
the words “wage control.” 

[ will give you something on the general wage movement and try to 
deal with that question in regard to the possibility of effective price 
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control. I heard it said, when the National Association of Manufac- 
turers were testifying here, that we have had 15 years of price control 
and what has happe ned to prices? This is not only not right, it is just 
terribly wrong. You can take the figures of what has happened to the 
Consumers’ Price Index. You can draw a chart of what has happened, 
and you can put on that chart certain effective periods as far as con- 
trols are concerned. 

What do these things tell you? They tell you in the period from 
the beginning of the war up until March 1943, when you really put 
into effect price controls in this country, you had a 25 percent increase 
in the cost of living. 

In the 3-year period where we had OPA during the war, with 
whatever limitations there were with it in that period, you had a 12 
percent increase in the cost of living. Then you had the NAM come in 
here, right in this very room, and argue for the elimination of all price 
controls and say that there would be such a vast expansion of produc- 
tion that prices would not go up. They prevailed. Price control 
was lifted and you had from March 1946 until 1948, a 25-percent 
increase. 

Then, in the 6-month period immediately following the Korean 
war—and Senator Capehart, this seems to me to be the most persuasive 
argument in need of a standby price freeze—you had an increase of 
7 percent in the Consumers’ Price Index. Since then, in 2 years, you 
have had 5 percent. 

You cannot say we have had 15 years of price control and that we 
have had so much increase in the cost of living. You have had gaps 
of no control. Everyone understands that. 

In those periods of no control, the data show you beyond any 
question of doubt, that those are the years of great spurts upward, 
and that is when prices rose. It seems to me it is hard to get away 
from the facts. 

The CuarrMAN. Those are the facts, of course. There is no dis- 
puting them. 

Mr. Nixon. We conclude on the fact that the whole program of 
wage controls is based on faulty economic reasoning. I am not sure 
this is the basic reason we have for this position, although it is the 
major one. 

The second reason is this: If wage controls operate, they eliminate 
collective bargaining. The only purpose for a union to exist is to 
engage in collective bargaining. When you have imposed wage con- 
trols on the labor movement, you have taken away its purpose of 
existence and you have struck a fundamental blow at the very 
existence of trade unions. 

The Board itself has made this pretty clear. They put out a 
statement on September 21, 1951, and they underlined this section: 
The important question under wage stabilization is not what the parties may 
agree upon, but what the Board will approve. 

On July 29, 1952, the Chairman of the Board, Mr. Feinsinger, wrote 
to President Truman. This is what he said: 

A wage-stabilization program means telling the employer that he cannot give 
his workers a wage increase, even though he is ready, willing, and able to pay 
them. It means telling employers and unions that they can bargain collectively, 
but only with prescribed limitations. It means telling unions that they have 


the right to strike, but that even if they win a strike, a Government agency wil 
tell them whether or not they may keep their gains. 
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The point I am making here is that the imposition of wage controls 
as a substitution for collective bargaining is a most serious body blow 
at the very life of trade unions, and that prolonged, the reason for 
unionism would cease to exist in this country. 

We went through 2 years of wage controls. We had some oppor- 
tunity to push at the Board. There was some collective bargaining 
during that period, as we moved up to the ceilings of the re; culations 
that were being developed, the combination of collective bargaining, 
and then going to the Board and pushing. We had some room there. 

But when controls came to an end, we were very much in a situa- 
tion where the elbowroom was all gone, where there was nothing left 
when you sat down at the collective bargaining table except to say to 
your economist, ‘Do some arithmetic and figure out what we 
could get.” 

The employers would say, ‘There is no real reason to bargain. 
Here is the percentage points you can get. It is down to the tenth 
of 1 penny. That is all there is to it.”’ 

I am making the point here that this type of situation threatens 
the whole fabric of trade unionism and, in my opinion, in doing so, 
strikes a very serious blow at the democratic processes in our country 
because I think effective collective bargaining is a very vital function 
to our democracy. 

The CuHairman. I would like to improve the standard of living in 
the 57 percent you are talking about, but, at the same time, I also 
want to see that their situation does not become worse. When we 
get into a big emergency, and prices go up, and their cost of living 
goes up, maybe it would put them in a worse condition than they are 
now. We certainly want to protect them to that extent, if we can. 
That is why I think the need of a freeze is very strong. 

We have said here often, and it is true, that price control does not 
cure inflation, that the thing that causes inflation is more money 
and more purchasing power than you have goods. 

There is inherent in a war economy, meaning a big emergency, 
where the Government is spending tre .mendous sums for war ma- 
terials and taking a great percentage of materials for war purposes, 
that it further reduces the quantity of goods that is available for the 
civilian population. There is no way you can avoid it. There is no 
way for industry to increase its production during that period. Only 
she farmers can. There is no way the manufacturer can increase 

if he is using the materials that the Government is taking a big 
Sevndhaite of 

For example, as I said this morning, you might get enough steel to 
make all the automobiles you wanted to make, but if you could not 
get the copper and nickel, you could not make them, even though 
you had the steel. So the limit of consumer goods that you can make 
during a war period is the number that you can make with the shortest 
available supply in a given material. We had that after Korea. The 
automobile industry could have made more automobiles if they 
could have gotten more copper at the time. They had sufficient steel, 
but not the copper. Therefore, they were limited to the number 
they could make by the amount of copper they could secure. 

Another thing that we seem to forget is that we are a have-not 
nation as far as many of our minerals are concerned. If you got into 
a situation where you could not import copper and you could not 
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import nickel, and many of these other critical materials, through 
virtue of a war in which your enemies just kept you from bringing 
them to your shores, you would have a real, honest-to-goodness 
shortage. 

I think [ am realistic to see a situation where you possibly would 
not get sufficient of certain kinds of critical materials to build a single 
automobile or a single washing machine or radio or television. 

Under those conditions, you would certainly have to ration the 
materials, and you would certainly have to control the prices. You 
certainly, I think, likewise, would have to control wages; at least, 
you would have to control the wage rate in the industries making 
materials for the Government; otherwise, you might push the prices 
up to where the taxes to pay for it would be prohibitive. 

I do not say it would happen. It might. 

Senator Gotpwater. | would like to point out, in talking about 
materials—we will not dwell on this—the restrictive effect of price 
and wage controls. I will include them both. I agree with what 
you said about wage controls. I also agree with what I said about 
price controls. I come from a mining section of the country. We 
do not have a lead or zine mine open in Arizona today. 

A lot of the reasons are price control. <A lot of the other reasons 
are lack of protection. We have the potential. We have potential 
copper out there which would probably take care of the deficit we 
have. It has not been mined because of the stifling effect of some 
of these Government regulations, including wage and price controls. 

The CuarrMan. Senator, I want to ask you this question: Why, 
during the period when you had no price control after 1946, did they 
not develop this? 

Senator Gotpwater. They had started to, Senator. Copper is a 
different thing. In regard to low-grade copper, for instance, the 
mines they are working on now require nearly $300 million. It is 
not a thing you do in a year or two. We had actually opened up 
zinc and lead mines and had done a lot of prospecting for copper. 

But came the freeze, came the failure to protect the United States 
industry. It is not a big part of our income, but it is darn important. 

The CuarrMan. In the Defense Production Act we of course, took 
eare, or thought we did, tried to take care in certain sections that our 
Government would promote the production of materials in the United 
States, and loan money to our local producers to produce. 

Senator Gotpwater. That section of the act I am not arguing 
with you about. 

Mr. Nrxon. I am sure there are certain problems of production. 
We have had two big production peaks. 

The CHatrMAN. But, as the situation stands today, notwithstand- 
ing the fact that we might be able to produce much more metal than 
we do, we are not doing it. As the Senator says, it takes time to do it. 
This emergency I am thinking about might strike before you get 
into production. I think we ought to take it into question. 

Mr. Nrxon. The alltime peak of production in America was in 1944 
when the Federal Reserve Board index reached 244. This was 
under the tightest situation of price control we ever had in this 
country. Now it is not higher. It is 237. This is the second peak 
we have had. It is also under a situation of price control. 
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The Cuarrman. I want to question your figures. I was under the 
impression that it was greater today. 

Mr. Nixon. No. We have not reached the World War II produc- 
tion peak of 1944. 

The CuHatrmMan. We are talking about units of production. You 
are talking about units and not dollars? 

Mr. Nrxon. Units. 

The CuarrMan. The dollars are greater. 

Mr. Nrxon. Dollars are greater. 

Senator Busx. Do you think, as the gentleman suggests, that it 
was because of the price controls that we had those two peaks? 

Mr. Nrxon. It does not matter whether it is the cause or in spite 
of it. The fact is it was. The point has been made, sir, that price 
controls inhibit production and hold back production. I submit to 
you, if we have had two peaks of high production and they have both 
occurred under price control, at least, you have shown that you can 
have it under price control. 

The CuairMan. I think in all fairness we ought to say that it was 
done under World War II conditions and they felt they had to do it 
to win the war. 

Mr. Nixon. They have the second peak now. Nobody here is 
proposing that we have price controls under any situation except 
one which commands special contributions from our people. So the 
point often made, that you cannot have full production with price 
control, is contrary to the evidence. 

Senator GotpwarTer. I do not want to say you are mistaken, but 
the evidence would show you are. You lead to only one thing in 
price controls, and that is Government subsidies. Eventually, indus- 
tries that are hamstrung by price control will have to be subsidized 
or go out of business. If you believe in Government support, that is 
one thing. If you think of free economy, that is a horse of another 
color. It has been proven all the way through. We have it in agri- 
culture. We have it in certain parts of our economy. 

That has been the ruining portion of every wage and price control 
attempt in the history of the world, the fact that the Government 
eventually will socialize business. England is trying to make it work. 
They control everything, but they are not making it work. There 
is something going on across the water we can look at. Wages and 
everything are controlled over there. 

I want to include wages in all this discussion because if you main- 
tain the peak of production was reached during these control periods, 
I will call your attention, also, to the fact that wages were controlled. 
Wages increased faster in this immediate period of control than did 
the cost-of-living index. 

The CuarrMan. I again want to call attention in the record to the 
fact that I do not want the wrong impression or inference left here, 
which is that this legislation in any way intends there shall be price, 
wage, and rent controls, except under a dire emergency where the 
Government is taking anywhere from 30 to 50 percent of our national 
income. 

What the Senator just now said leaves the wrong impression, that 
these hearings are for the purpose of continuing price, wage, and rent 
controls. I am certain he knows that it is not. 

Senator GoLtpwatkEr. I did not mean that. oi 
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The Cuarrman. It has happened 3 or 4 or 5 times. That is not 
the intention. That is not what we are talking about. It is not the 
purpose of these hearings. 

The purpose of these hearings is to decide whether or not we will 
have a standby bill so that if we get into a big war where the Govern- 
ment is going to take 30 or 50 percent of our national product, should 
we be prepared for it? 

Under no circumstances are we talking about duplicating anything 
they are doing in England or any place else. The t rouble with these 
whole hearings has been that many people, including too many of the 
witnesses, have been trying to confuse the issue. 

If you are opposed to price, wage, and rent controls when this 
Nation is at war, and you have 10 or 15 million men under arms and 
the Government is taking 30 to 56 percent of our national product, 
then let us say so. Let's just simply say so and be as frank as some 
of our witnesses have been and say that under those conditions we 
are opposed to it, because that is the issue and there is no other issue. 
| I have said it I do not know how many times. I am repeating it 
again, because I do not want to be put in the light, and I do not 
belong in the light, of advocating here that we have price, wage, and 
rent controls under any condition other than an extreme emergency. 
I am getting to the point where I rather resent it, to be perfectly frank. 

Senator GoLtpwarer. If the chairman construes the remarks in that 
light, I apologize. 

The CuarrMan. I accept the apology, but the inference is there. 

Senator Gotpwarter. If the record shows my remarks to be that 
way, I do not mean them that way. I think in a case like this it is 
important to the economy of the country, which is the only difference 

between ourselves and any other government in history, that we 
should discuss every aspect of it. I beg to differ with—— 

The Cnarrman. I have no objection to that at all, except I do not 
want people to draw the inference that this legislation, or anything 
that 1 am trying to do, in any way means we ought, at the moment, 
to have the continuation of price, wage, and rent controls, or that 
we ought to have them in a peacetime economy, that we ought to have 
them in any event other than under an extreme emergency. 

Thi a is what we are talking about. At least, if I have not made 
myself clear, then I want to make myself clear. Too many of our 
witnesses have left the impression, tried to leave the impression, that 
what we are trying to do here is foist upon the American people 
permanent price, wage, and rent controls. That is not true atall. It 
is not the purpose of the hearings. All I am trying to do is be realistic 
about it. 

If we get into another big emergenc: y, and under those conditions if 
we need them and must have them, then I think we ought to prepare 
for them now. If one takes the position that even under those circum- 
stances we do not need them, they can certainly make an argument for 
it. Lhave no objection to their doing it, except that I do not want to 
be put in the light, myself, of advocating price, wage, and rent controls 
except under an extreme, big emergency. 

Senator Gotpwater. Mr. Chairman, I feel that legislation should 
be written largely on experience. You have often said that. 

The Cuarrman. That is right. 
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Senator Gotpwater. I agree with you. If it is necessary to bring 
in some of the rather devastating effects of price control that have 
occurred in other governments, I think it should be introduced. 

I do not believe for one moment, and I have never believed for one 
moment, that you had any other idea in mind than providing legis- 
lation for an emergency. 

Now, these witnesses that have come before us, I think, have stated 
their cases very well. I think this gentleman here is doing a wonderful 
job of it. But they are entitled to say what they think about these 
things. If thev do not like controls under emergency or any other 
conditions, I think they are entitled to say so. 

We do not have any legislation before us, I would like to remind the 
committee, other than standby and emergency. We are not discuss- 
ing, as has often been said, the possibilities of writing legislation that 
we might tuck away on the shelf. We are discussing 2 bills, 1 with 
amendments proposed. I intend to continue to bring what I can 
into this. I certainly assure the chairman that long association with 
good friends of his has taught me his stand on these things, and [ 
think we are basically as close together as you can get. 

The fact that I, as a member of this committee, happen to disfavor 

controls, is not going—— 
} The Cuarrman. If we could get our witnesses to stay on the subject 
of whether or not, under extra2me emergency, we ought to be prepared 
for it in advance and know what we are doing, as best we can, and we 
can never know 100 percent, possibly we could decide the issue better. 
} I think the whole issue would be more clear, rather than talking 
about the past failures of OPA. What I am trying to do, if we get 
into this big emergency, is to eliminate, through advance planning, 
all the objections that every witness that has been before us has had 
to the operation of the previous OPA and OPS. 

Take the meat situation. They had slaughter quotas. I fought it 
and fought it and fought it, because, in my opinion, the thing that 
contributed to the black market was the slaughter situation, the bonus 
of the packers. I just know that is what contributed, primarily, to 
the black market. 

Had the OPS never issued such an order, and OPA, you would not 
have had nearly as big a black market in meats as you did have. 
Those are the things I am trying to arrive at. The meat people say 
under no circumstances, big war or little war, can you contro! meat. 
I have been fairly well convinced that they may well be right for a 
long time, not because of their testimony the other day, but because 
of seeing it operate over the years. It might be well that, if you get 
into a big war, that the Nation would be better off if meat was not 
controlled. 1am not saying that is true today. I certainly see their 
point of view. There, again, it has been based upon the experience 
of OPA and OPS. Excuse me for interrupting you. You see America 
at work now. 

Mr. Nrxon. Very specifically, with regard to the legislation before 
you, I am urging that the wage control section be withdrawn from 
the two bills that you have before you, that it be put in the same shape 
as in the proposal that you made in 1950. 

I do not want to seem to be in a silly position before you of coming 
in where you say, as sometimes happens, do it to the other fellow and 

not tome. I think I am trying to make it clear that there are sound 
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reasons why there is a fundamental difference between price controls 
and wage controls and why price controls do not rest upon the as- 
sumption of their being accompanied by wage controls. I have tried 
to make it clear from a total point of view of the whole economy that 
the wage control impact is directed at ihe wrong group of people. I 
do not disagree with the idea of there being a necessity to cut down the 
stream of purchasing power. I am not di isagreeing with that. I am 
saying if you want to hit something, vou have to point at the target, 
and that wage controls do not point at the right target, but the wrong 
target. 

All of the data, it seems to me, that it is possible to bring out with 
regard to this question will bear this out. If this is true, and if, in 
addition, the imposition of wage controls involves a :nost basic attack 
on the fundamental purpose for which trade unions exist it seems to 
me a case is made against the wage controls proposal. 

[ just want to make a couple of points as | come to an end. I am 
not sure, as Senator Goldwater said, that this sort of thing is parallel 
at all to what is being done in Great Britain, but it is certainly clear 
that in the last 2 years the corporate profit picture has been pretty 
satisfactory, that there is not much room to speak of victimization 
during the stabilization. Look at the situation concerning taxes 
during the war in Kore¢ 

Senator Busn. Isn’t that pretty general among everybody in con- 
nection with the taxes in the Korean war; didn’t every body take a 
setback in their income after taxes? 

Mr. Nrxon. I have the figures on corporate profits after taxes, sir. 

Senator Busn. These figures are comparing a 4- or 5-year period in 
World War II with a 2-year period, and during that interim you have 
had a price increase in dollar value in products through inflationary 
forces that took place. So, I do not think the two are comparable 
here. You are talking about a different period there, I believe. 

Mr. Nrxon. The point I am making is that during this period 
tremendous profit situation has been maintained. It is twice what 
it was in World War II. During this period I am saying what it is 
for workers. I have a good deal of evidence of the general income 
status on that. 

Senator Bus. I just want to understand. They are not going 
back to 1944, but you are with oo corporations? 

Mr. Nixon. With the corporations I am saying that an ext remely 
high level of profit was mallee during the stabilization period. 

Senator GoLDWATER. What do you call an “extremely high level’’? 
What do you call a good corporate profit after taxes, 4 percent, 5 
percent, 10 percent? 

Mr. Nixon. The rate of return—this is before taxes—for manu- 
facturing in 1952, during the whole stabilization period, the rate of 
return on equity was something around 22 percent, the general rate. 

Senator Gotpwarer. I would like to get in that business. I will 
tell you my case in the last 20 vears has not been over 2% percent. 

Mr. Nrxon. You had better do something about it. 

Senator GoL_pwaTerR. In your own industry you will find that 
22 percent is a ridiculous figure. 

Mr. Nrxon. In General Electric and Westinghouse it is not a 
ridiculous figure. The gross returns in those companies are running 
20 to 25 percent 
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Senator Gotpwater. Total profit? 

Mr. Nrxon. Yes, sir. 

Senator GotpwaTer. I think Charlie Wilson was crazy. 

Mr. Nixon. Let me give you the Westinghouse figures. The rate 
of profit on stoc ‘kholders’ investment in 1952, W estinghouse, this is 
before taxes, was 27.5 percent. 

Senator Go_pwaterR. On stockholders’ investment? 

Mr. Nrxon. Yes, sir. 

Senator GotpwaterR. That is another horse. Figure out what they 
made on their business 

Mr. Nrxon. No; that is not a definition of profit. 

Senator GoLtpwater. It is not? 

Mr. Nrxon. A profit is defined as a rate of return on investment. 

Senator GoLpwater. That is what you take in the business. Some 
of ths at General Electric stock might have sold some day in the past 
for 25 cents. 

Mr. Nixon. That is not what stockholders’ equity figures mean. 

Senator GotpwarTer. I think there are some figures that you should 
check on. 

Mr. Nrxon. It is a shocking figure to you. 

Senator Gotpwarer. I know it is not right. 

The CuarrMAN. You say they made 22 percent on their investment; 
was that the statement? 

Mr. Nixon. For manufacturing, during the entire Korean war 
period, the total reported profits represented 

The CHarrMAN. Before taxes? 

Senator Gotpwater. That is before taxes? 

Mr. Nixon. There was an average rate of return on equity of 
something more than 

Senator Busu. Return on invested capital in equity. 

The CuarrMan. And after taxes it would be what—about nine? 

Senator Busn. That is manufacturing companies only; is that right? 

Mr. Nrxon. This is after taxes. This is manufacturing. The rate 
of return for the first half of 1951 was 13.8. 

Senator Busu. Does it say what class of manufacturing or all 
manufacturing? 

Mr. Nrxon. This is all manufacturing, big, little ones, the losers 
and the gainers. The average in the first 2 quarters of 1950 was 10.1. 

Senator Busu. Another factor, Mr. Chairman, as I brought out 
before, and you realize, too, I am sure, that is a profit on the invested 

capital, which remained constant in its value on the books during 
the period after the war but everything else went up to beat the band. 
So that the 13 percent is on the figure that remained static, you see, 
to a large extent, whereas all the other factors that enter into the 
figure went up, that is, the sales and the value of the goods that were 
manufactured. So, it is not a particularly surprising figure because 
the inflation had just taken place. 

Mr. Nrxon. I do not mean to surprise you. I just wanted to 
make the observation that under the 24% years of the stabilization 
program there has been an extraordinary experience of corporate 
profit both before and after taxes. The point is they have not been 
suffering under this control situation; they have been doing well. 

The Cuarrman. Let me say that I think your figures are no doubt 
correct, but I also want to say it is a very, very unwise policy to 

” 
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base income on invested capital, because I think you penalize the 
little fellow who is getting started. I think you penalize the thing 
that made America great. I think you penalize yourself in collective 
bargaining. I think you penalize the whole system. 

The yardstick ought to be on savings and not on invested capital. 
If | am wise enough and smart enough that I can take half as much 
capital as you and make more money than you make, I ought to be 
given that opportunity. I ought not to be criticized for doing it. 

In fact, I think that is what we want. If you don’t have that 
system and you do not encourage that sort of thing, then what you 
are saying is that we want bigness, we want monopoly and if you are 
going to be permitted to keep any money, you have to have tremendous 
investments. You hurt the little fellow. 

I have to leave you on that one, Mr. Nixon, because I presume I 
am a fair-sized, small-business man. I like in running a business to 
take great pride in the fact that I can make more net profit on my 
sales with half as much investment as my competitor can make on a 
tremendous investment, because too few of us have the money to 
have tremendous investments. I honestly think it is a dangerous 
philosophy. 1 think you are justified possibly in complaining about 
too much profit on the sales 

I do believe—I hope you agree with me—it is not a good thing to 
talk about profit on investment, because if you are going to do that, 
only those who have money and have the investments now are going 
to have any money because we who do not have it, if you limit us, 
will be able to go ahead. 

For example, let us take the situation of a man who had an invest- 
ment of $100,000. Let us say he made the 13 percent you talk about. 
It would be $13,000, but after he paid his taxes he could hardly live 
as an individual, if he was a man running a factory. He would cer- 
tainly have no money to plow back into the business. Yet a man with 
a million invested would be entitled, I presume, to $130,000, whereas 
the man with $100,000 invested might do a million dollars’ worth of 
business, and if he made 13 percent, that would make him $130,000. 
Let’s not take up time on that today. 

Mr. Nrxon. You see the point I am making? 

The Cuarrman. Yes. I think the point you wanted to make is 
this, that they are doing all right; isn’t that the point you want to 
make? 

Mr. Nrxon. Under the control system you have the next to the 
highest peak of production you have ever had, the highest profit 
situation you have ever had ia the country. 

Senator Gotpwater. And the highest wage rates in the country. 

Mr. Nrxon. If you are talking about the net expendable wages, 
your statement is not correct. The highest net expendable earnmgs 
were in 1944. 

The Cuarrman. And the fellow getting $25,000 has less money. 

Mr. Nrxon. He still is getting $25,000. 

The CuarrMan. The ratio is the same. 

Mr. Nrxon. The actual real-wage rate is not the highest it has ever 
been. 

Senator Gotpwater. In your own industry it is. 

Mr. Nrxon. We have a good, effective union. That might be the 
case. I am not just arguing a special case for my union. I am 
working for all workers and low-income people. 
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Let me say one word in conclusion. My main argument and one 
that I hope can really be considered by this committee has to do with 
the question of wage controls. I think no case has been made before 
this committee on wage controls in the 90-day-freeze bill. I do not 
think there has been any analysis of the processes of how wages are 
set, of what collective-bargaining contracts mean, what the relation- 
ship of wages and prices is on a 90-day basis. 

I suggest to you that the imposition of wage controls is of such 
momentous nature that it deserves careful consideration. 

The CuarrmMan. There is some merit to the case of those getting 
$4,000 and less a year. 

Mr. Nrxon. Which constitutes 60 percent of our people and con- 
stitutes probably, in terms of those affected by the wage control, 80 
or 85 percent. Iam taking those figures off the cuff. 

The CuarrMan. We are talking about an emergency under which 
everybody must make a great sacrifice. 

Mr. Nixon. I am not talking about the sacrifice. I am talking 
about how the sacrifice is imposed, You don’t smash a fly on the 
window with an ax. That is what the wage-control program is. I 
am saying that the wage-control thing is not se lective. It smashes 
into the wrong people, and smashes into people who are not only 
harmed as individuals themselves but who in being harmed weaken 
all the health and strength of our country. 

Also, finally, it begins to prepare the basis for a lack of purchasing 
power that is going to plague us. It is already beginning to plague 
us, and somewhere down the line we will have recession and one of the 
reasons will be because of the wage controls in effect. 


The Cuarrman. You have made a strong statement. We appre- 
ciate it. You have made your position clear, emphatic. 
(The following was later received for the record:) 


Unirep Evecrricat, Rapio AND MacHINE WoRKERS OF AMERICA, 
New York, N. Y., March 20, 1958. 
Senator Homer E. CapPeHart, 
Senate Office Building, Washington, D. C. 

Dear SENATOR CapeEHART: In the course of my testimony before the Senate 
Banking and Currency Committee on Wednesday, March 11, 1953, on pending 
legislation on economic controls, certain questions regarding economic statistics 
were raised. In the attached memorandum I have attempted to clarify the 
facts as far as these questions are concerned. I hope you'll find this additional 
material of interest since it relates to questions raised by members of the Banking 
and Currency Committee in the course of my testimony. 

The courteous attention of the committee and its members to our presentation 
was verv much appreciated. 

Yours sincerely, 
Russ Nrxon, 
l 'E Washington Re prese ntative. 


MEMORANDUM 


To: Senator Homer E. Capehart. 
Senator Prescott Bush. 
Senator Barry Goldwater. 
From: Russ Nixon, UE Washington Representative. 
Subject: Supplementary data regarding questions raised during UE testimony 
before the Senate Banking and Currency Committee on March 11, 1953. 
There were several questions of statistical fact discussed in the course of my 
testimony before the Senate Banking and Currency Committee on Wednesday, 
March 11, which this memorandum will clarify. 
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1, LEVEL OF PHYSICAL INDUSTRIAL PRODUCTION TODAY AS COMPARED TO PEAK 
PRODUCTION LEVELS DURING WORLD WAR II 


A question was raised by Senator Goldwater regarding the level of industrial 
physical output. Particularly, there seemed to be some question as to whether 
or not today’s output was less than previous peak levels. Fortunately, this is 
simply a question of fact since the Federal Reserve Board index of industrial 
production shows on a month-to-month basis the changes in the combined mineral 
and manufacturing output. These indexes show that the alltime peak of physical 
industrial production in the United States was reached in October of 1943 when 
the index equaled 249 (1936-39=100). This compares with the present (Febru- 
ary 1953) industrial production level of 239 which is the second highest peak of 
such production in the economic history of the United States. 

It is significant that the present level of production is still 10 points below the 
peak level of nearly 10 years ago. In contrasting these two production peaks the 
following factors are highly significant: 

a) In 1943 the alltime industrial production record coincided with a vast and 
intensive utilization of the total labor force. 

(b) Approximately 9,000,000 persons were in the Armed Forces in 1943, in 
contrast with somewhat less than 4,000,000 in the Armed Forces at the present 
time, 

c) The total continental civilian population in the United States at the time 
of the 1943 production peak was approximately 127,000,000, or about 27,000,000 
less than at the present time. 

(d) There has been a tremendous increase in general productivity as well as an 
increase in our industrial productive capacity of approximately 50 percent since 
World War II. 

All of these factors seem to me to temper the degree to which one can feel that 
our potential maximum output is being approached at the present time. In any 
ease, the real point that was made in the testimony was that these two peaks of 
industrial production in the United States were accomplished under circumstances 
of price controls, 


2. COMPARATIVE REAL DISPOSABLE INCOME WAGE LEVELS 


A comparison of wages over a period of time is always difficult because of the 
many combinations of meaning of ‘“‘wages’’ that may be used. Wages can mean 
straight-time hourly wages, hourly wages with overtime included, average weekly 
wages, or annual earnings, and all of these figures are subject to presentation in 
straight dollar terms, deflation by one or another cost-of-living index, and defla- 
tion one way or another for tax increases. Also, there is considerable variation 
in different employee groups insofar as trends are concerned, as wages of manu- 
facturing workers are contrasted with clerical, transportation, or mining; and 
also as steelworkers’ wages are contrasted with wages of lumber workers, laundry 
workers, or textile workers, for example. Averages cover a vast diversity of 
economic facts and can best be used only for purposes of a most general illustration. 

With this in mind it can be said that while money wages calculated on any 
basis now are at peak levels, by and large when money wages are reduced for the 
increase in the cost of living and for increased taxes, most wage categories show 
levels below World War II peaks. This is revealed by the following table: 
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It should be noted that the UE does not feel that the Bureau of Labor Statistics 
Consumer Price Index properly reflects the actual rise in the cost of living and 
that, therefore, when it is used it does not fully state the decline in real wages. 
However, whether on the basis of the Bureau of Labor Statistics Consumer Price 
Index or the UE Cost of Living Index as a deflator, it is seen that real disposable 
weekly earnings after taxes during 1952 were below the 1944 peak in every cate- 
gory. The industrial sections summarized in the table, moreover, cover indus- 
tries that are among the highest paid and best organized sections of the economy. 
Data for service trade, and other low-paid industries would show even greater 
declines in real weekly earnings as compared to the peak of 1944 

In any case, the basic point insofar as the proposed controls on wages is con- 
cerned is simply that the real purchasing power of the weekly income of workers 
has not advanced beyond the peaks achieved 9 years ago, and such wages do not 
constitute threats to price stability requiring Government controls 


3. THE RATE OF PROFIT ON EQUITY INVESTMENT 


There was some discussion concerning what is meant by ‘profit’? and what 
profit rate indicates. It is true that there are various practices of reference to 


profits, including profits as the rate of return on sales dollar. There can really 
be no argument, however, that in basic economic terms profit refers to rate of 
return on a given amount of investment. Webster’s Dictionary defines profit 
as ‘‘the ratio of profit for a given year to capital investment.’’ The rate of return 
on investment is a matter of basic consideration by owners of capital when con- 
sidering whether to risk their capital in some venture and in selecting alternative 
possibilities for investment. In this sense the rate of return on investment is at 
least theoretically a basic guide to economic allocation under what is popularly 
called ‘free private enterprise.’’ Certainly, the rate of return on investment is a 
basically relevant factor when consideration is given to how well corporations 
have fared in any particular period. 

The following table shows how all manufacturing corporations and those in the 
electrical-machinery industry in particular have fared under the stabilization 
period following the Korean war: 


Annual rates of profit on investment 


Before taxes After taxes 
Ist half, 3 quarters, ist half, 3 quarters, 
1950 1952 1950 1952 
All manufacturing 22. 2 22. 1 13.8 | 10. 0 
Electrical machinery 30. 2 33.7 17.8 | 12. 3 
a me j 
Source: Quarterly Financial Report: United States Manufacturing Corporations— Federal Trade Come 


mission and Securities and Exchange Commission, 


It should be emphasized that in terms of determining price policy the before- 
taxes rate of return is the most relevant, although either before or after taxes the 
rate of return on investment indicates that corporations are doing very well under 
the circumstances of economic controls. Incidentally, it is interesting to notice 
that on a before-taxes basis total corporate profits were equal to 46 percent of the 
total corporate wages and salaries in 1950 and equaled 43.1 percent of total 
corporate wages and salaries in 1951. 

There are always areas of technical debate regarding the presentation of eco- 
nomic statistics, especially regarding profits. At the present time, it seems to me 
that none of these differences would permit any conclusion other than that 
corporations, in terms of their profits, have been doing extremely well under the 
economic-controls program, 


Marcu 18, 1953. 
Senator JoHN SPARKMAN, 
Senate Office Building, Washington, D. C. 

Dear SENATOR SPARKMAN: You will recall that when I was testifying before 
the Senate Banking and Currency Committee on Wednesday, March 11, on the 
pending legislation of economic controls, you raised certain questions regarding 
certain of the data I presented on the savings and dissavings of consumers. In 
making our case against the imposition of wage controls, I argued that the data 
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of the Federal Reserve Board showed that the lower income families who are 
the main targets of the wage freeze do not do the bulk of the saving in our country, 
and I quoted the Federal Reserve Board data for 1949 which showed that the bulk 
of the working population, comprising 60 percent of all spending units, received 
32 percent of the total money income and dissaved an amount equal to 52 percent 
of the total net saving. It was at this point that you questioned how it was 
possible to have a dissaving situation year after year, and I believe had some 
question in your mind regarding the data of the Federal Reserve Board. I am 
writing to further clarify this situation for vou since I think the question you 
raised is of extremely great importance. ; 


The facts regarding the proportion of net saving done by spending units ranked 
by size of income are contained in the following table: 


Proportion of net saving done by spending units ranked by size of income 


Percent of total net saving 


1946 | 1947 | 1948 1949 


| | 
Spending units ranked by size of money income (before taxes) 
Top 40 percent | 


100 105 118 15% 
Bottom 60 percent 


0 —5 —18 | —52 


Source: Federal Reserve Bulletin, November 1959, table 2, p. 1442. 


You will notice that this table shows that the net saving situation of the bottom 


60 percent of the spending units has worsened each year since 1946. We, of 
course, do not have the data for the vears after 1949. 
I think there is no doubt that the Federal Reserve Board data are reliable. 


The increased dissaving is explained in part at least by the steady increase in 


consumer credit (including installment credit and noninstallment credit such as 
loans, charge accounts, and service credits), which has increased as follows: 
Millions of dollars 
1945 aaa es 
1946 8, 677 
1947 11, 862 
1948 14, 306 
1949 16, 809 
1950 20, 097 
December 1952 we 


You will note that these trends that total increased consumer credit are com- 
pletely consistent with the increased dissaving on the part of the bottom 60 
percent of the spending units. 

In addition, of course, it should be understood that the Federal Reserve Board 
figures do not mean that all families at the bottom 60 percent spend more than 
their incomes, nor does it mean that any particular family goes into debt year 
after year. It does mean that as a total group the net effect of their saving and 
dissaving is to have a volume of spending greater than income (dissaving) equal 
for example in 1949 to 52 percent of the total amount of consumer saving. 

I can certainly agree with you that this is a shocking and incredible situation. 
Nevertheless, it is the actual fact. We have been assured, moreover, by econo- 
mists at the Federal Reserve Board that these general patterns have continued 
up to the present. Certainly, when a more careful look is taken at the total 
figures of income, savings, spending, it seems to us that a very persuasive case 
is made against the imposition of any kind of wage controls as an anti-inflationary 
aevice. 

| hope that this information proves to be of interest to you, particularly since 
it seems to me to be responsive to a-question you had in your mind at the time 
of our appearance 

Yours sincerely 


Russ Nrxon, 
UE Washington Representative. 


The 
Mr. C: 
tries. 
statem 

We 


schedu 


STATI 


Mr. 
partn 
offices 
than 
ants 
comn 
state! 
sonal 
Our 
Cleat 
indus 
serve 
of O 
dust 
coun 
prof 
asso: 
men 
I 
clea 
serv 
occa 
prol 
Inst 
Ine 
are 
in t 
pro 
ina 
to ¢ 
] 
mi 
an 
ser 
ser 
an 
est 
pr 
th: 
lat 


re 
en 


who are 
country, 
the bulk 
received 
2 percent 


w it was 
ad some 
l. Iam 


tion you 


5 ranked 


me 


ng 


ottom 


We, of 
‘liable. 
uch as 


f dollars 
>, 627 
8, 677 
l, 862 
1, 306 
6, 809 
0, 097 
3, 975 
com- 

60 


34 ard 
than 
year 
‘and 
qual 


tion. 
‘Ono- 
nued 
total 
case 
nary 


ince 
time 


STANDBY ECONOMIC CONTROLS 527 


The CHarrman. Now, we will listen to Mr, John Carrutbers., 
Mr. Carruthers is representing the laundry and dry-cleaning indus- 
tries. Proceed in your own way, Mr. Carruthers. You have a 
statement, 

We had to handle this confirmation of Mr. Burns today. The 


schedule of the committee is full each day for about 2 weeks. 


STATEMENT OF JOHN CARRUTHERS, REPRESENTING LAUNDRY 
AND DRY-CLEANING INDUSTRIES 


Mr. Carrutners. My name is John Carruthers. I am senior 
partner of John Carruthers & Co., a public-accounting firm with 
offices in Boston, Hartford, and Washington. We have, for more 
than 30 years, specialized as accountants and management consult- 
ants for laundries, dry cleaners, and allied service establishments, 
commonly referred to as the textile maintenance industries. The 
statements presented here are based upon 42 years of intimate per- 
sonal contact with the management problems of these industries. 
Our firm publishes Carruthers Bulletin for the Laundry and Dry 
Cleaning Industries, which is the only statistical publication in these 
industries. In 1942 and 1943, at the request of the Government, I 
served for 8 months as Chief of Services in the Boston regional office 
of OPA and was in charge of price control for all of the service in- 
dustries in New England. I am chairman of the national accounting 
council of the textile maintenance industries composed of a group of 
professional accountants and representatives of the six national trade 
associations whose function is to advise these associations and their 
members in reference to accounting and cost problems and methods. 

I appear before you in the interest of nearly 200 laundries, dry 
cleaners, linen supply establishments, and diaper services, whom we 
serve individually as auditors and of a larger number whom we 
occasionally serve as consultants on cost, financial, and management 
problems. While I am not a member of, or employed by, the American 
Institute of Laundering, or the National Institute of Drycleaning, 
Inc., the statements made in this brief have been submitted to and 
are concurred in by those associations. My own firm has an interest 
in the problem of controls because an alarming number of clients and 
prospective clients have failed or gone out of business because of 
inability to cope with the price-wage squeeze and insufficient capital 
to operate at a loss long enough to obtain price relief. 

I propose to present facts which I hope will convince your com- 
mittee that price controls, emergency or otherwise, are impractical 
and unworkable as applied to our services, that prices in all important 
service industries are self-regulating, that any price increases of 
services are not the causes of inflation but are caused by inflation, 
and that the injury to the small-business men, who operate service 
establishments caused by any system of bureaucratically administered 
price controls is, and has been, far greater than any temporary benefit 
that small segments of the public may obtain as a result of rigid regu- 
lation of prices. 

Goods and services are not similar: 

It is customary to use the words “goods and services” in laws, 
regulations, economic and financial articles thus conveying the infer- 
ence that they are substantially the same thing and are controlled by 
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the same economic laws. Actually it is no more logical to couple goods 
and services and apply the same laws to both than it would be to apply 
the same laws to manufacturing, mining, and agriculture. 

Service establishments are essentially local and most of them are 
small business. Little if any reference is made to their problems in 
textbooks; therefore, educators, accountants, marketing experts, and 
economists have been taught very little if anything about services and 
do not recognize them as special problems. Take an example in my 
own profession. The most widely accepted textbook on auditing has 
692 pages with exactly 2 sentences alluding to service industries, yet 
we have built a specialized accounting organization devoted to the 
particular problems of one group of services. Herein lies much of the 
difficulty which has been encountered in the s application of price-control 
laws to the service industries. Government economists, usually highly 
educated and intelligent young men, who have had much to do with 
the formulation of regulations and policies in OPA and OPS, simpl; v 
refuse to recognize facts about service industries because, in their edu- 
cation, they were never taught that there is a basic difference between 
goods and service 

let us examine some of these differences. 

In a complex civilization there are an almost infinite variety of 
situations in which people prefer to hire someone to do something for 
them than to do it themselves. Whenever there is a substantial 
demand for such service, people skilled in the performance of that type 

of work offer their services to the public. When this skill requires a 
high degree of education, it develops into a profession such as law, 
medicine, engineering, and accounting. Otherwise it becomes a 
service trade which makes skilled labor available on demand to per- 
form a small amount of work regularly or intermittently for any 
customer. ‘The demand for such service cannot be anticipated nor 
can the results be stored as inventories, but must be available at all 
times when required or the customer will go elsewhere, or do it him- 
self. In this and many other respects, even the professions have much 
more in common with other service establishments than they have 
with manufacturing or merchandising. 

There are a great many different kinds of services which differ 
widely from each other. The Bureau of Census in a list from which 
the professional field, financial, educational, transportation, con- 
struction, hotels and places of amusement are eliminated, lists 559,559 
establishments representing 76 different kinds of services which pro- 
vide work for 2,037,513 people, an average of 3.6 per establishment 
(Statistical Abstract of the United States—1951, p. 910, table 1064). 

Practically all of them started as 1- or 2-man enterprises and most 
of them have continued small. It is only in or near the larger cities 
that large service establishments are found and even these are small 
business in comparison with manufacturing and merchandising estab- 
lishments in the same communities. For example, out of 2,889 
establishments furnishing laundry, cleaning, and related services in 
New England, there are only 6 with sales income in excess of $1 million 
per year (United States Census of Business, Service Trades, 1948, 
p. 8.04, table 8C) 

Service establishments provide almost the last remaining oppor- 
tunity for ambitious men and women to go into business for them- 
selves. It is still possible for experienced or trained individuals with 
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limited capital and willingness to work to become successful by 
operating service enterprises in the same way that professional men 
can open offices and achieve eventual success. Those who operate 
small service establishments, keep few records. do not understand 
and disregard price and wage regulations believing that they are not 
applicable to them and when they get into trouble will go out of 
business rather than to engage lawyers and accountants to guide 
them through a maze of regulations in an effort. to obtain relief. 
I recall an incident while I was an OPA official in 1942, when a local 
rationing board made a formal complaint against a poor washwoman 
who had increased the price of washing by 10 cents per basket and 
wanted advice as to whether she should be prosecuted by the Enforce- 
ment Division. Imagine the bewilderment of a poor woman whose 
intellect could not comprehend that she had violated laws really 
intended for big business but applicable to her. This applies to a 
lesser degree to more than a half million proprietors of service estab- 
lishments, most of whom cannot understand what controls mean. 

Rigid price controls of most services are ineffective: 

Another of the major differences between goods and services, is that 
goods are tangible and relatively uniform, can be measured, weighted, 
or graded and differences between goods sold at one time or another 
or those sold to different customers are difficult and sometimes im pos- 
sible to standardi e. It is seldom that two successive orders are 
identically the same. Changes of style, materials, and frequency of 
demand alter the cost and thereby affects the price of service. 

There is an element of judgment in the pricing of all services. 
Sometimes it is so great that the pricing formuia, if any, is in the head 
of the supplier. Frequently prices to each individual customer are 
determined by negotiation. Some charges for service, even when 
based upon some written pricing formula are easy to evade, because 
the customer usually has no means of measuring the quality of the 
work performed. Even in that part of the textile maintenance indus- 
tries where rigid price schedules exist there are some prices that could 
never be standardi ed. From time immemorial. many articles of 
wearing apparel sent to laundries and cleaners have appeared on price 
lists, as for example “50 cents and up” which meant that the simplest 
article would be priced at 50 cents with no upward limit to the prices 
of similar but not identical articles. Variable factors such as stain 
removal, mending, and finishing difficulty may cause the same or 
similar articles to be priced differently at different times. Then the 
fact that the actual articles have gone back to the customer makes it 
impossible to disprove alleged price violations. 

We therefore have left only a few services having rigid fixed prices 
of which suits in dry cleaning and shirts and flatwork in laundries are 
the principal items. My personal experience in OPA during World 
War II confirms this statement. During the 8 months in which I was 
in charge of price controls of service industries in New England, 
although more than 60 services were subject to price regulation, there 
were to my best recollection less than a dozen applications for price 
adjustments from services other than laundries and cleaners. By the 
end of the war, applications from laundries became so numerous and 
the threat to supply of this service so great that simplified procedure 
had to be devised to grant relief fast enough to save many plants from 
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bankruptcy. A similar situation was rapidly developing and would 
have become acute before the end of 1953, if controls had not been 
terminated. 

Costs of service industries are not protected by controls. 

Those who advocate price freezes of goods claim that the principal 
elements of cost of the commodities sold are protected by the same 
controls which limit the prices which may be charged. T his principle 
does not apply to any services for two reasons. 

First, the cost of materials are not major cost factors in service 
establishments; and, when they are, such items as parts are usually 
sold and billed separately. In laundries, for example, the cost of all 
materials subject to price controls are less than one-quarter of the 
cost of labor. In 1951, average costs of a substantial number of 
laundries audited by our firm showed 16.07 percent of sales spent for 
materials and supplies, 58.94 percent for labor, and 22.48 percent for 
cost of other services—depreciation, insurance, and taxes—leaving 
only 2.51 percent for interest, income, taxes, and profit. The other 
textile-maintenance industries and many of the other types of service 
establishments have similar cost patterns. 

Second, labor is not only the principal element of cost in service 
establishments but it is practically uncontrolled except upward. In 
the small service establishments, in which the service of the proprietor 
is the major income-producing factor, and capital is of minor impor- 
tance, the imposition of rigid price controls in an emergency simply 
causes the owner to abandon the service and take a job in a shipyard 
or defense factory, and as a result the service may become unavailable 
at any price. In the personal services, among which the textile-main- 
tenance industries are the largest group, the problem is not so simple. 
The majority of employees in these industries are unskilled and under 
normal conditions are attracted to these industries because of steadi- 
ness of employment and freedom from layoffs. Being unskilled, the 
wages of may of them are low and are subject to constant upward 
pressure from increased State minimum wages, union activity, and 
competition from other industries when, as a result of a national 
emergency, labor shortage develops. During the post-Korea emer- 
gency there was no control over labor rates below $1 per hour, which 
was higher than average laundry wages outside of the big cities. The 
laundry owner, therefore, was confronted with a dilemma. If he did 
not increase his wages, he lost so many employees that he couldn’t get 
his work out. If he did, he was forced to lose money for months while 
waiting for price relief. 

With a high ratio of labor to sales and narrow margins of profits, 
social securities and fringe benefits become an increasingly difficult 
cost problem. 

It should be evident, therefore, that service industries, being 
subject to severe upward pressure for higher wages created by a 
national emergency, must increase prices as costs go up if they are 
to survive. 

As an example of the easily predictable effect of rigid price controls 
and the anticipated absence of effective control over labor costs in 
the textile-maintenance industries, I quote from Carruthers Bulletin 
of March 1951, in which a tabulation was presented of 1950 sales, 
payrolls, and profits of 122 corporations in the textile-maintenance 
industries audited by our firm. [Reading:] 
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Sales _- ; faces aii — . $35, 717, 863 
Payrolls (exe luding officers) = sie ellis hens tt ektnene nce) Say Sau Oe 
Percent payroll to sales_____- a : vam 54. 38 
Profit before Federal taxes-- - - li ; ; $1, 519, 030 
Percent profit to sales , Ci mee . pled 4. 24 

8. 06 


Percent profit to payrolls-__- ~~ -- _— . 


Particular attention is called to the percentage of profits of corporations to 
total payroll. The significance of this ratio is that an 8-percent increase of 
wages without price relief (a very moderate demand as organized labor would 
view it) would wipe out the combined profit of 102 corporations, deprive the 
Government of more than a half million dollars in income tax; and any greater 
increase of wages would start the entire industry on the road to bankruptcy. 

These figures were for 1950, the year before price control. 

We have not yet completed audits for 1952, so that complete 
comparative data is not yet available. We made a 3-year comparison 
of operating profits of 86 corporations in the inldindeahidtnnnce 
industries from audit reports which have been completed, and found 
average profits of these plants to be as follows: 


Percent 
1950 (before price control). ; 2. 82 
1951 (under price control . 2. 43 
1952 (under price control 1. 92 


Some of these establishments have obtained some price adjustments, 
the favorable effect of which are included in 1952 averages. It is 
therefore apparent that rigid controls have seriously affected the 
profits of plants in these industries. 

Prices of all services are self-regulating: 

Another of the principal differences between goods and services 
is that many people must have goods in order to conduct business or 
live. Very few if any people, however, are required to buy services 
from service establishments. People always have the option of 
(1) finding another supplier of service, (2) hiring someone to perform 
the service, (3) using a substitute method, (4) using substitute 
materials which do not require the service, (5) performing the service 
for one’s self, or (6) going without. 

It is seldom that one is forced to the latter alternative. All sup- 
pliers of service are keenly aware that their customers are their 
principal competitors and that if they are to survive they must some- 
how keep prices low enough so that customers will continue to pa- 
tronize them. 

This is the law of supply and demand at its best. It kept service 
prices in line without controls in World War I. It worked after the 
abolition of controls following World War II. 

The summary of a survey made by our organization 2 years after 
price controls were lifted showed that— 

During the entire war period, 1942-47, laundry prices increased 23 percent; 
dry-cleaning prices rose 10 percent; laundry wages had risen 65 percent, while 
the general cost of living rose 38 percent (Carruthers Bulletin No. 1008, January 
1948). 

This included price increases approved by OPA as well as those put 
into effect after decontrol. 

Prices in the textile-maintenance industries were decontrolled last 
week. Probably less than 10 percent of the 44,716 establishments 
furnishing laundry, cleaning, and related services have been granted 
price adjustments by OPS, although all of them have been ‘subject 
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to inflationary wage pressures. It is reasonable to assume that 
many of these will make sufficient upward price adjustments to 
restore normal wage-price relationships. They are keenly aware, 
however, that customer resistance limits the amount that prices can 
be increased. Census figures indicate that per capita expenditures 
for laundry service are approximately $5.70 per year. If average 
laundry prices should be increased as much as 10 percent within the 
next year, which is more than is anticipated, the inflationary effect 
upon the economy would be 57 cents per capita, or less than the 
price of 3 packages of cigarettes per capita per year (U. S. Census 
of Business; Service Trades; Laundry, Cleaning, and Related Servic es, 
p. 8.04, table 8C) 

Price controls have created severe hardships: 

During World War II, OPA waited until a threat to the supply of 
laundry service, recognized as essential to public health, was clearly 
apparent before et iding a formula for relief. The formula selected, 
over the protest of the industry, provided a fixed return to manage- 
ment regardless as to previous earnings. This was very favorable to 
unprofitable and inefficiently operatad laundries but penalized the 
efficient operators by cutting down their personal earnings far below 
prewar levels before they could qualify for relief. 

OPS recognized in the statement of considerations of CPR 34 that 
price adjustment would have to be granted to offset increasing labor 
costs and established an adjustment formula which permitted price 
adjustments sufficient to restore profits to 1949 levels. This was 
favorable to laundries that earned large profits in the period imme- 
diately before Korea but offered no <0 for relief of those who had 
kept prices down in the pre-Korea period, had spent a lot of money 

during those years for xpi sion or whose profit level was low and 
who were in weak financial condition. Unfortunately administration 
was surrounded by red tape and delays and months elapsed between 
the filing of a petition for price adjustment and granting of relief. 
Area price adjustments were granted in a few cities by the Washington 
Office of OPS after a delay of 6 months or more in each case. 

In the meantime, laundries have been failing or going out of business 
at a rate which causes serious concern to those who provide service 
or sell supplies or machinery to the laundry industry. In cases of 
failure, the Government has usually been the principal loser, as in 
almost every case that has come to my attention, withholding and 
social-security tax money has been used to keep the doors open as 
long as possible. The Government has thus subsidized low prices 

when the same amount of price increase might have saved the estab- 
lishments from failure. 

I am appending a list of 118 laundries that have failed or gone out 
of business since 1941 in New England alone. This is a much larger 
number than were closed in the depression years of 1930-33. It is 
significant to note that laundries were under price control for 7 of 
the 12 years during which these plants closed. I am informed that 
a similar situation has existed in many other parts of the country. 

(The list referred to follows:) 
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B. & A. Laundry, Allston, Mass. 
lown Laundry, Arlington, Mass. 
Berkeley Laundry, Boston, Mass. 
Star Towel Supply Co., Boston, Mass. 
Braintree Laundry, Braintree, Mass. 
Peoples Laundry, Bridgewater, Mass. 
Brighton Laundry, Brighton, Mass. 
Brockton Laundry, Brockton, Mass. 
Brockton Wet Wash, Brockton, Mass. 
Brookline Wet Wash, Brookline, Mass. 
Globe Flat & Starch Laundry, Cam- 
bridge, Mass. 
Premier Laundry, Cambridge, Mass 
Quality Laundry, Cambridge, Mass. 
Grand Laundry, Chelsea, Mass, 
Randazze Laundry, Chelsea, Mass 
Danvers Laundry, Danvers, Mass 


B. & C. Federal Laundry, Dorchester, 
Mass. 
Economy Laundry, Dorchester, Mass. 


Fairmount Laundry, Dorchester, Mass. 
Home Wet Wash, Dorchester, Mass. 
Palmer Laundry, Dorchester, Mass. 
Statler Laundry, Dorchester, Mass. 
Suburban Laundry, Dorchester, Mass. 
MeGinnis Laundry, East Boston, Mass 
Orient Heights Laundry, East Boston, 
Mass 

Everett Laundry, Everett, Mass. 
Monument Laundry, Everett, Mass. 
Home Service Laundry, Fall River, 


Mass. 
Palace Steam Laundry, Fitchburg, 
Mass 
Framingham Laundry, Framingham, 
Mass 


Greenfield Laundry, Greenfield, Mass, 
Shirt Service, Greenfield, Mass. 
Hanover Hanson Laundry, Hanover, 
Mass 
Hanover Wet Wash Laundry, Hanover, 
Mass. 
Modern Laundry, Haverhill, Mass 
Kingston Laundry, Kingston, Maks. 
White Cross Laundry, Lawrence; Mass. 
Camali’s Laundry, Lowell, Mass. 
New England Laundry, Lowell, Mass. 
New System Laundry, Lowell, Mass. 
Malden Steam Laundry, Malden, Mass. 
Cheever’s Laundry, Lynn, Mass. 
Kelley’s Excelsior, Lynn, Mass. 
C. & R. Laundry, Malden, Mass. 
Malden Hand Laundry, Malden, Mass. 
Oak Grove Laundry, Malden, Mass. 
Suburban Laundry, Malden, Mass. 
Marlboro Wet Wash, Marlboro, Mass. 
Palmer’s Laundry, Neponset, Mass. 
Suburban Home Laundry, Newton, 
Mass. 
B. & L. Laundry, North Billerica, Mass. 
Diamond Laundry, Quincey, Mass. 
Atlantic Wet Wash, Quincy, Mass. 


New England laundries closed since 1941 





G. & H. Wet Wash Laundry, Quincey, 
Mass. 
Granite Laundry, Quincy, Mass. 
Sud’s, Inc., Revere, Mass. 
Good Housekeepers’, Roslindale, Mass. 
Carter’s Laundry, Roxbury, Mass. 
Washland, Roxbury, Mass 
Garfield Laundry, Somerville, Mass. 
Manhattan Laundry, Somerville, Mass. 
Lucky Strike Laundry, South Boston, 
Mass, 
Metropolitan Laundry, 
Mass. 
South Braintree Laundry, South Brain- 
tree, Mass. 
National Laundry, Springfield, Mass. 
Scott Laundry, Springfield, Mass. 
Crystal Laundry, Wakefield, Mass 
Naborhood Laundry, Waltham, Mass. 
Dale Bros. Laundry, Ware, Mass. 
Warren Laundry, Warren, Mass. 
Hall Bros. Laundry, Whitman, Mass. 
Snow White Laundry, Brockton, Mass. 
Taunton Laundry, Taunon, Mass. 
Augusta Steam Laundry, Augusta, 
Maine. 
Mayfair Laundry, 
Farmington Laundry, 
Maine. 
U.S. Steam Laundry, Lewiston, Maine. 
White Star Laundry, Pittsfield, Maine. 
Allen Laundry, Portland, Maine. 
Flynn’s Shirt Laundry, Portland, Maine. 
Greely Laundry, Portland, Maine. 
People’s Laundry, Portland, Maine. 
Springvale Laundry, Springvale, Maine. 
Toof Laundry, Concord, N. H. 
Reed Laundry, Conway, N. H. 
Derry Laundry, Derry, N. H. 
Dover Steam Laundry, Dover, N. H. 
Richardson’s Laundry, Franklin, N. H. 
Gorham Steam Laundry, Gorham, N.H. 
Menadnock Laundry, Keene, N. H. 
Peerless Laundry, Keene, N. H. 
American Laundry, Manchester, N. H. 
People Laundry, Manchester, N. H. 
Pittsfield Laundry, Pittsfield, N. H. 
Bullock’s Laundry, Burlington, Vt. 
Huntley’s Laundry, Burlington, Vt. 
Meadowbrook Laundry, Pawtucket, 
age 
Ace Laundry, Providence, R. I. 
Arnold’s Laundry, Providence, R. I 
Drummond’s Laundry, Providence, R. I. 
Majestic Laundry, Providence, R. I. 
Mayfair Laundry, Providence, R. I. 
New Style Laundry, Providence, R. I. 
Rhode Island Laundry, Providence, 
mi Re 
Supreme Wet Wash Laundry, Provi- 
dence, R. I. 
Sanitarv Diaper Service, Westerly, R. I. 
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New England laundries closed since 1941—Continued 


Crawford Laundry, Bridgeport, Conn. Every-day Laundry, New Haven, Conn. 
Eastman Laundry, Hartford, Conn. Merritt Laundry, New Haven, Conn. 
New Method Laundry, Hartford, Conn. Troy Laundry, New Haven, Conn. 
Perfection Laundry, Middletown, Conn. Village Family Laundry, New Haven, 
Crystal Laundry, New Haven, Conn. Conn. 

Dun Rite Laundry, New Haven, Conn. Dale Bros. Laundry, Thompsonville, 


Economy Laundry, New Haven, Conn. Conn. 


Mr. Carruruers. I am satisfied both from experience as an OPA 
official and as a professional consultant, that it is not possible to devise 
a formula for price adjustments for such a diverse group as services 
or even of the textile maintenance industries which will be reasonably 
equitable and which will not create severe hardships tomany. U nless 
such a formula can be devised, price control of services is impractical. 

[It may be significant that in England price control over laundries 
was eliminated past summer although goods are still under controls. 
Canada went through the Korean crisis without price controls and 
there has been no substantial increase of laundry prices. The im- 
prec ticability of applyi ing price controls to many services is recognized 

by the exclusion of items (2), (4), (5), (7), and (10) of section 405 of 
5. 753, some of which were previously subject to control under CPR 34. 

A simple and equitable solution to the previously unsolved problem 
of price control of service industries would be to include all services 
under the exclusions in section 405 of S. 753 or to delete the words 
“and services’? wherever they appear in S. 753 or in the Defense 
Production Act of 1950 as amended. 

Most of the statements presented in this brief apply with equal 
force to most of the service industries, and it is my personal opinion 
that all services can be exempted from any price-control law without 
impairing whatever effectiveness it might have as a means of pre- 
venting inflation. 

I am only authorized to represent the laundry and dry-cleaning 
industries, who have been subjected to severe hardships by the admin- 
istration of both of the previous price-control laws. On behalf of 
these industries I specifically request the exclusion from price control 
of laundry, dry cleaning, rug cleaning, linen supply and diaper services, 
all of which are very freque ntly pe formed in the same establishments. 

The CrarrMan. You mentioned price control over laundries in 
England. Canada has a law, however, that the Government can 
freeze all prices, wages, and rents insts antly any time they want them. 

Mr. Carrursers. I do not happen to be aware of that. 

The CuarrMan. That is true. They have such a law as we are dis- 
cussing here. They have not put it into effect. 

Your position is if we had a standby freeze law and got into a big 
emergency in October, and the President froze all prices, wages, and 
rents, the country would be better off leaving service organizations 
out? 

Mr. Carrutuers. Yes. 

The CHatrmMan. That is your position? 

Mr. CarrutueErs. Yes. 

The CuarrmMan. Do you want to make a statement as to whether 
or not you think we ought to have a standby bill to be put into effect 
in case of a big emergency? I presume you, of course, would qualify 


it by saying that your opinion would be predicated on keeping services 
out? 
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Mr. Carrutuers. Yes, I think it would, sir. I do not want to be 
put in the position that the last witness was put in. 

The CHarrMaN. 5S. 1081, which is a straight freeze, of course, is 
such that the President could by exemption exempt services just as 
he could exempt any others. 

Mr. Carrutuers. But somehow or other the people do not under- 
stand the service problem. The economists in the price agencies have 
not understood it and refuse to understand it. 

I would say in answer to your question that I think you might have 
some ‘thing like what happened in the bank holiday in 1933, in which a 
quick freeze was put on and a quick release was taken from that. In 
my opinion, sir, the only way price controls will work is an emergency 
situation while hysteria is going on. After that it will not work be- 
cause the minute you create a bureaucracy and get a bunch of controls 
and millions of regulations 

The Cuarrman. That is what we are trying to avoid, if we can. 
My experience has taught me in 8 years that when we needed them 
we did not have them. We ought to be wise enough to learn from 
experience, unless, of course, one can make a case that we are better 
off even in a big-sized emergency that we ought not have them. We 
have never tried that. 

Mr. Carrutuers. I have wondered if we were worse off in World 
War I without control than in World War LI. 

The CuarrRMAN. You had controls in World War I. 

Mr. Carrutuers. But not this kind of control. 

The CuarrmMan. They were of a different type, but you had controls. 
We might well, if we get into a big emergency, go back and duplicate 
what we did in World War I. 

Mr. Carrutuers. The thing I am afraid of is the bureaucracy. 
That is the thing I am afraid of from the standpoint of our industry 
and the reason I am asking for exemption. If prices are frozen, then 
before the freeze is done somebody sticks an OPA on us 

The Cuarrman. If we have another big emergency and we wait 
until it happens, we will go through the same bureaucracy and make 
the same mistakes we made before. If we could come to some decision 
before that time of what we were going to do, we might avoid some of 
these mistakes. It might be done in considered judgment, without 
being under pressure. We might well decide then that you are 
correct in your statement. I am not saying that you are, but you 
might be. 

T am sure if you wait until the emergency strikes and the Congress 
starts running in every direction around here, we start the hysteria, 
that they possibly will not stop and say, “Take services out or this 
and that.’ 

Mr. Carruruers. That was why I asked to come before you. 

The CuarrMan. You made a very fine statement, and we apprec iate 
your presence here today. We stand recessed until 10 o’clock in the 
morning. 

(The “following was later received for the record:) 

Joun Carrutuers & Co., 
Boston, Mass., March 18, 1953. 


Senator Homer E. Caprenart, 
Senate Office Building, Washington, D. C. 
Dear SENATOR CAPEHART: May I take this opportunity to express my personal 
appreciation for the courtesy which you extended to me during the very late 
session of your committee hearing, when I attempted very briefly to explain the 
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problems of the laundry and dry-cleaning industries in connection with emergency 
price controls. 

You asked me my opinion regarding emergency controls in general. I think, 
with combined experience as a professional consultant to industry and as a former 
OPA official, I can give you a rather objective opinion which may be of some value. 
Recognizing the opportunities of profiteering by increasing prices of goods already 
manufactured should a war emergency suddenly occur, I agree with you that a 
quick ‘freeze’ of wages and prices connected with the production and distribution 
of goods would be highly desirable 


However, it should be possible to remove controls, also by proclamation, as 


soon as the hysteria resulting from the emergency has abated. Then it should 
not be necessary to set up bureaucratic organizations to administer this type of 

nforcement of a temporary ‘‘freeze’”’ would be in the hands of the 
Department of Justice and the courts. In this way the establishment of price 
and wage control administrations, which gives a large group of people vested rights 
in controls for controls sake, could be avoided. 

This opinion is not inconsistent with my request that services in general can 
be excluded from cortrol legislation and that laundry and dry-cleaning services 
specifically would be excluded. These industries cannot accumulate inventories 
or profit in any way from a national emergency. Any increases of service prices 
following such an emergency would be the result of, rather than the cause of, 
inflation 





control. as e 





In my brief I made the suggestion that all service prices might be excluded from 
an emergency control act because I honestly believe from my experience with OPS 
that such exclusion would in no way defeat the purpose of the act and I felt that 
your committee might be more receptive to the idea of distinguishing between 
goods on which controls might be temporarily effective and services for which 
controls are not needed 

However, my specific request for exclusion of prices for laundry, dry cleaning, 
and allied services, was based upon the recognition of your statement that the 
hardship which controls had imposed upon these industries could be recognized 
now, but would be given little consideration in the control law which might be 
enacted following a serious national emergency. 

I would appreciate it very much having this letter considered in connection 
with the testimony which I gave at the hearing. 

Sincerely yours, 
Joun CARRUTHERS. 


(Whereupon, at 4:35 p. m., the committee recessed until 10 a. m 
Thursday, March 12, 1953.) 
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THURSDAY, MARCH 12, 1953 


Unirep SratTes SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 


The committee met, pursuant to recess, at 10:05 a. m., in room 


301, Senate Office Building, Senator Homer E. Capehart, chairman, 


presiding. 

Present: Senators, Capehart, Bush, Payne, Goldwater, Sparkman, 
Douglas, and Lehman. 

The CHarrmMan. The committee will come to order. Our first 
witness will be Mr. Walter J. Mason, national legislative representa- 
tive, American Federation of Labor. I believe you have a prepared 
statement, Mr. Mason. Would you care to read it as prepared? 

Mr. Mason. Yes. 

The CHarrMAN. You may proceed in your own way. 


STATEMENT OF WALTER J. MASON, NATIONAL LEGISLATIVE 
REPRESENTATIVE, AMERICAN FEDERATION OF LABOR 


Mr. Mason. My name is Walter J. Mason. I am a member of the 
national legislative committee of the American Federation of Labor. 
With me are Mr. Peter Henle, assistant director of research, and Bert 
Seidman, staff economist. 

The American Federation of Labor appreciates this opportunity to 
present its views regarding the legislation dealing with the problem 
of economic controls over our economy. 

As this committee meets, the economic situation is quite different 
from that prevailing a year ago. Price control and wage-stabilization 
programs have been terminated by Executive action. The various 

production and materials-control programs are also being wound up 
as rapidly as possible. 

The defense program has made great strides during the past 2 years, 
but our economy has proved flexible enough to meet the increasing 
demands of the civilian population in addition to filling the require- 
ments for defense. As a result, production in most sectors of industry 
has caught up with demand and inflationary pressures have abated. 

Congress and this committee now have to resolve two key questions: 
(1) What control programs, if any, are necessary, for which additional 
mere es must be included in a new Defense Production Act; and 

) What additional legislative authority, if any, should be included 
in such legislation to deal with possib le future situations in which 
other controls might be necessary’ 

We have specific recommendations to make regarding each of these 
questions. 
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With regard to the need for current controls, we accept the decontrol 
of wages and prices. Although we see the dangers of sharp increases 
in prices of some of the raw materials now being decontrolled, we are 
not asking for continuation of authority for price control or wage 
stabilization at the present time. 

It is clear, however, that some allocation and priority authority will 
still be needed. Although supplies of most critical materials have 
eased considerably, there are a number of such materials on which 
controls will still be necessary. We ask that authority to continue 
these controls be included in the new law. 

In addition, it is our view that the executive branch of the Gov- 
ernment should continue to require from American business certain 
minimum reports regarding the use of and requirements for all 
important critical materials. We make this recommendation because 
of the time lag required to make effective any system for comprehen- 
sive allocation of critical materials. For example, even after the 
decision was made in the winter of 1950-51 to institute a controlled 
materials plan, 6 to 9 months elapsed before this program was function- 
ing efficiently. In any new emergency, if firms have been continually 
reporting their use of critical materials, this time lag might well be 
cut in half. 

Senator Dovucias. Mr. Chairman, might I ask the witness a 
question? 

The CHarrMan. Yes. 

Senator Dovucias. On this point of allocation and priority authori- 
ties, certain witnesses have testified they thought all that should be 
done would be for the Government to take tha 2t portion of the total 
supply which they thought was needed for defense and to allocate 
that, but there be no allocations between the private consumers of 
the remaining product, that they should be allowed to compete for 
that in the free market. 

To use an illustration: Suppose you have 100,000 tons of a metal 
which is available, and the military needs are estimated at 40,000 tens. 
It is the testimony of these witnesses that the priority allocations 
should be confined to setting aside this 40,000 tons, but there should 
be no allocations between individual businesses of the remaining 
60,000 tons, that businesses should compete for that. Perhaps 
“scramble”’ is a question-begging term. That has grave implications 
in copper in Connecticut and in other States. I wonder what your 
opinion is on that? 

Mr. Mason. Senator Douglas, I believe it would be unfair to 
small business and impractical. 

Senator Doucias. You mean, the formula suggested of merely 
allocating to the Government and allowing private firms to bid freely? 

Mr. Mason. I think the objective could best be met by the pro- 
posals that we made in our statement. 

Senator Dovctas. You would favor a system of allocations as 
between private fabricators—that is a better term—so that the smaller 
firms, or perhaps the financially less strong firms would not be shut off 
from supply? 

Mr. Mason. That is right. 

Senator Douc.as. 5o the big companies would not be able to buy 
up the vast proportion of the remainder and, hence, exclude the small 
fabricator from getting materials? 

Mr. Mason. That is correct, Senator Douglas. 
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The most vital anti-inflation control program which for the present 
must be continued is the control of rents. Further need for controlling 
prices of most types of goods and services has lessened, because we 
have been able to expand civilian production even while we have built 
up our defense establishments. Despite a relatively high level of 

residential construction in recent years, the chronic housing shortage 
which we have had since the end of World War II has not yet been 
met. 

The experience in communities where rent controls have been re- 
moved prematurely provides a warning as to what might happen if 
rent controls should suddenly be removed in the hundreds of areas 
where they now exist. 

We have made an analysis of rent increases in 10 cities resulting 
from decontrol as shown by the official index of the Bureau of Labor 
Statistics. For the first 6 months after decontrol, average rents rose 
by more than 10 percent in most of the cities and by as much as 20 
to 30 percent in a few of them. For 12 months after decontrol, the 
increase was even more pronounced, reaching as high as 36 percent 
in one of the cities. 

These are average figures. Studies of the effect of decontrol indi- 

‘ate that the heaviest burden of rent increases has fallen on the lowest 
income families. For example, when rent controls were removed in 
Los Angeles—and rent increases were even greater in some decon- 
trolled cities than in Los Angeles—86 percent of the units with rents 
of less than $30 per month had increases averaging nearly 42 percent. 
The rent increases were almost as pronounced for units with rents of 
$30 to $50. 

Moreover, previous experience with decontrol indicates that such 
rent increases would by no means be confined to the large cities, but 
would be faced by tenants in small towns as well. 

Let me emphasize that Federal rent controls are now in effect only 
in communities which have been certified as critical defense areas by 
the Secretary of Defense and the Director of Defense Mobilization or 
in localities which less than 6 months ago declared the need for con- 
tinuing Federal rent controls either by popular referendum or by 
action of their local governing body. These are the only areas which 
still have Federal rent controls. They are the areas with the most 
severe housing shortage and the most acute need for continuance of 
rent controls. 

We, therefore, request this committee to approve the extension of 
the Housing and Rent Act until June 30, 1954, in order that Federal 
rent controls may be continued until that date in all areas where 
they are now in effect. 

The second question confronting Congress today concerns the 
authority for standby controls. 

In our opinion, no more important issue than this will come before 
this committee. The choice before you is a simple one. Will or will 
not this country be fully prepared to withstand the stress of another 
crisis similar to the invasion of South Korea or, indeed, be prepared to 
meet an attack on the United States itself? 

Defense is indivisible. Preparedness, to be effective, must be 1 part 
military, 1 part civilian defense, and 1 part economic. Each is vitally 
important; none can be effective without the other two. The ravages 
left by inflation may well take no lesser toll than destruction w rought 
by bombs. If such an emergency should arise, the country must be 
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prepared to put swiftly into effect arrangements essential to maintain 
internal economic stability. This can be accomplished only if Con- 
gress grants to the President advance authority to act in this field. 

The need for standby authority to assure economic stability ina 
sudden crisis is heightened by the unpredictability of international 
events. ‘This has been compounded by the recent death of Stalin, the 
assumption of power by Malenkov, and the uncertainty that lies 
ahead. In modern warfare, troop movements can be shrouded in 
secrecy, intelligence sources are limited, and enemy intentions diffi- 
cult to predict. 

The invasion of South Korea in 1950 was unexpected. A similar 
blow in another part of the globe is possible at any time. 

There are those who oppose standby authority, arguing that con- 
gressional action should be sufficient to meet any new emergency. 
Yet, Congress is in session only about half the year, and congressional 
action at best is exceedingly slow. In 1950, even though Congress 
was in session when the attack against South Korea was made on 
June 24, the Defense Production Act did not become law until Septem- 
ber 8. In those 11 weeks, the price of steel scrap rose 10 percent; 
hogs, 16 percent; cotton, 20 percent; print cloth, 38 percent; lead, 39 
percent; wool, 51 percent; rubber, 95 percent; and tallow, 146 percent. 
In addition, the entire price structure was thrown out of balance. 
This is certainly concrete evidence that next time an orderly plan must 
be available at the time of the emergency. 

We are genuinely alarmed by the long line of witnesses from Ameri- 
can business who have appeared before this committee to argue against 
standby controls. In our view, they are extremely shortsighted. Do 
they seriously contend that this country could fight a full-scale war 
without any Government controls over our economy? And if controls 
will be needed, is it not far better if authority is available to institute 
whatever actions are necessary immediately following the emergency 
before the additional strain on the economy sets off a wave of hes avy 
buying by business and consumers in the face of skyrocketing prices? 

If these spokesmen for industry have been telling this committee of 
the great hardships they suffer under a controls program, I suggest 
that you urge them to look at the record. Recent data compiled by 
the Department of Commerce show very clearly the extent to which 
price controls have prevented American business from making ade- 
quate profits. These figures show that the alltime record for corporate 
profits before taxes was set in 1951 and that 1952 represents the second 
highest year. 

We suggest that American business will find it to their’ own self- 
interest to have available an orderly system of economic protection 
against the inflation that is bound to develop if another emergency 
should strike. 

What form should this protection take? Here there must be 
recognition that the proper remedy to be applied will vary with the 
impact that the emergency has brought upon the economy. An all- 

out attack on the United States will obviously require more far- 
reaching Government controls than an action similar to the attack on 
South Korea. 

Moreover, the repercussions of a particular crisis will vary with the 
prevailing economic conditions. <A decision to increase the size of the 
Armed Forces and to accelerate the defense program will result in a 
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far greater strain in a period of rising prices and limited unemploy- 
ment than it would if prices were falling and unemployment more 
widespread. 

For this reason, authority is needed for a variety of control weapons 
which could be selected to fit best the needs of the particular emergency 
situation. The available. arsenal should include both direct controls 
over prices, wages, and rents, as well as indirect controls such as 
restrictions on consumer and real-estate credit. 

This committee has before it two bills, S. 753 and S. 1081. Both 
bills would establish a system of standby controls. The theory of 
each of the two bills, however, is completely at variance. Title 1V 
of the first bill, S. 753, represents an attempt to write, in advance of 
the actual emergency, a.comprehensive Defense Production Act. 
The second bill, S. 1081, is much briefer and is limited to granting the 
President authority in the event of a national emergency, to freeze 
for a 90-day period prices, wages, and rents. 

Of the two bills, we consider the approach contained in 5S. 1081 as 
the only workable one. It seems to us an impossible task to attempt 
by legislation to adapt the complex and cluttered system of procedures, 
exemptions, and special easements written into the present Defense 
Production Act to the requirements of a future national emergency. 
In our view, the Defense Production Act is not an adequate instrument 
to cope with the needs of a future crisis. We feel that the legislation 
which Congress might pass during a freeze period under S, 1081 would 
be better adapted to meet the needs of the particular emergency than 
the obsolete, cumbersome and unwieldy provisions of title IV of 
S. 75d. 

For these reasons, we urge that the simpler and far more practical 
legislative approach of S. 1081 be adopted in preference to title IV 
of S. 753. 

We also favor the amendment suggested by Senator Bush in which 
the termination date for the actions authorized by 5. 1081 would be 
set at a definite time, April 30, 1955, rather than 90 days following the 
termination of hostilities in Korea. In our opinion, the end of the 
Korean war will not, by itself, mean any diminution of the threat 
posed by the Kremlin, In fact, the end of the Korean war may only 
mean that additional enemy troops are made available for another 
attack. It would be foolish for this Nation to drop its guard simply 
because in some way the Korean war is brought to an end, 

While we support the enactment.of standby authority to be exer- 
cised by the President solely in the event of a new and grave emer- 
gency, authorizing the President to establish control over prices, rents, 
and wages, pending congressional action and for a period not in excess 
of 90 days, we believe that, even for such a brief period, the President 
shou!d have the benefit of advice of representat ives of labor, business, 
agriculture, and the consuming public. If and when the emergency 
is upon us, and after the standby control authority has been invoked, 
we believe the President should promptly constitute a Stabilization 
Advisory Committee consisting of such representatives. This com- 
mittee should be given the responsibility of reviewing the economic 
problems created by the emergency and advising the President with 
regard to any needed adjustments in the scope and character of the 
temporary emergency controls, as well as measures necessary for their 
enforcement. Such a committee could also devise a helpful program, 
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enlisting the support of all groups, for voluntary cooperation in making 
stabilization controls effective. 

5. 1081 would constitute an advisory council, composed of repre- 
sentative groups, which would also include the military. The bill 
would make it mandatory for the President to consult this council, 
except in the event of war, before imposing emergency controls under 
this part of the law. We strongly object to the inclusion in such an 
advisory group of the representatives of the Armed Forces. To 
maintain its effectiveness and its representative character, such a body 
should be composed solely of non-Government representatives. We 
find equally objectionable the part of this proposal in S. 1081 which 
would force the President to consult this group before he could take 
any action. If compelled to do so before imposing controls, the 
President would be, in effect, telegraphing an advance notice of his 
action throughout the country, making possible quick speculative 
price increases in anticipation of controls. 

We therefore recommend that, instead of the present language, a 
provision be incorporated in the bill requiring the President to con- 
stitute a Stabilization Advisory Committee, representative of labor, 
business, agriculture, and the consuming public, to advise and assist 
him with the effective administration of the emergency controls, after 
such controls have been put into effect. 

Senator Doveias. May I ask a clarifying question? 

The CHairMaANn. Senator Douglas. 

Senator DovuG.as. Since you advocate S. 1081 in preference to the 
other, in favor of the freeze, do you mean in the last paragraph to 
which you have testified that the President should put the freeze 
into effect on his own initiative and then merely consult with the 
other groups on the preparation of more permanent bill? Is that 
your theory here? 

Mr. Mason. That is correct, Senator Douglas. 

The Cuarrman. The suggestion certainly has a lot of merit. 

Senator Busn. The theory of the second amendment, which would 
do away with that council, was that the President had the Cabinet, 
which is also well staffed and is in a position to advise him, and which 
does not include the military, and so on; so it seems the elimination 
of this group which you propose is a very wise thing in this bill. 

Mr. Mason. We do not propose the elimination entirely. We 
propose that this group be appcinted after the freeze is into effect. 

Senator Busu. It is an entirely different proposition. It is after. 

Mr. Mason. That is correct. However, we do not believe the 
military service should be represented on an advisory committee of 
that kind because the President himself is Commander in Chief. I 
think he can handle that end of it. 

The Cuarrman. He has the information without consulting any of 
the military. 

Mr. Mason. I believe so. 

Senator Busu. There is some significance to the fact he is a military 
man himself? 

Mr. Mason. That is right. 

We find S. 1081 deficient in an additional respect. It fails to 
recognize the need for a small staff in the executive branch to follow 
economic developments and to advise the President and the Director 
of Defense Mobilization on current conditions and developments 
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applicable to the operation of a stabilization law. Such a staff would 
be indispensable to make any standby machinery effective. 

There is one provision in S. 753 that we hope will be retained in the 
bill brought out by this committee. I refer to section 714, concerning 
the Joint Committee on Defense Production. The bill would enlarge 
the scope of that committee’s assignment to include “all problems 
affecting consumer interest.’’ We strongly favor greater recognition 
of the consumer in the congressional committee system. In the last 
session of Congress we favored Senate Resolution 38, introduced by 
Senator Gillette and 26 other Senators to create a Senate Select 
Committee on the Consumer Interest. We feel that recognition of 
consumer interest is all the more important in the event the country 
is plunged into a crisis arising from an outside threat. 

The CxHarrMAN. Will you yield just one moment? You are 
recommending that this joint committee that we now have under 
the Defense Production Act be continued, but primarily to deal 
with consumers’ interests, along the line that it might well be called 
for in Senator Gillette’s, and some 20 other Senators, resolution, 
which is before this committee; is that your position? 

Mr. Mason. That is correct. It would be an added function of 
the joint committee. 

The CHarrMan. I think under existing world conditions the joint 
committee could deal with Senate Resolution 38; is that your position? 

Mr. Mason. That is correct. It would answer the purpose for the 
present, Mr. Chairman. 

The CuarrMaNn. And also would be available in other situations? 

Mr. Mason. We are also in favor of a Special Select Committee on 
Consumers’ Interest, the same as the Select Committee on Small 
Business. 

The CuarrMaNn. In addition to this joint committee? 

Mr. Mason. We don’t have this Select Committee on Consumers’ 
Interests as yet. 

The CuarRnMAN. You are recommending here that the joint com- 
mittee look after the consumers’ interests along the line of the Gillette 
resolution? 

Mr. Mason. Until such time as we have a special Select Committee 
on Consumers’ Interests. 

The CuarrnMan. But you want a special committee in addition to 
this committee? 

Mr. Mason. That is correct. 

Senator Leaman. You want this select committee so that there is 
a body that will devote itself exclusively to the interests of the 
consumer? 

Mr. Mason. That is correct, Senator Lehman, similar to the Select 
Committee on Small Business. 

The CuarrMan. You don’t think the joint committee might well 
handle the problem as well as a select committee? 

Mr. Mason. While the Defense Production Act is in effect it may 
answer the purpose, but when it terminates we need permanent 
legislation. 

The Cuarrman. I understand that. But a joint committee of the 
House and Senate could go on forever, just as such a committee as 
you are talking about. 
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Senator Dova.as. It is your thesis that the Senate is not a contin- 
uing body? 

‘The Cuarrman. The Senate Banking and Currency Committee has 
been quite continuing. 

Senator SPARKMAN. I| see you make no reference to the continuance 
of the Small Defense Plants Administration, which is provided for in 
5.753. Was that purposely omitted or do you have a thought on that? 

Mr. Mason. At the beginning of my statement, Senator Sparkman, 
| believe I mentioned that. 

Senator SPARKMAN. On page 1 you discussed control programs and 
scarce materials. I have particular reference to the separate agency, 
the Small Defense Plants Administration. Do you feel it should be 
continued? 

Mr. Mason. We believe it should, but it is up to the administra- 
tion, Senator Sparkman. 

Senator SpaARKMAN. We have to pass on it. It is a matter of 
legislation. 

Mr. Mason. If you pass on standby controls, then the President 
would be authorized to continue the DPA. 


Senator SPpARKMAN. I am not talking about DPA. I am talking 
about the Small Defense Plants Administration, which looks after 
helping small business solve its problems and get an adequate supply 
of scarce materials, whether they are under control or not. 

Mr. Mason. | can assure you that that proposal would heave our 
sup} ort. 

Senator SPARKMAN, | thought it would. I just wanted to bring it 
out, because you do not mention it in your statement. 


Senator Leaman. I want to bring it out a little more fully. You 
specifically mention the controls that should be continued under a 
freeze, as provided for in 8. 1081 sut the continuation of the Small 
Defense Plants Administration is provided for in S. 753. 

Supplementing what Senator Sparkman has said, I want to make 
certain it is your recommendation that the Small Defense Plants 
Administration, such as we have been having and is provided for in 
5. 753, be continued in any legislation that 1s adopted by this com- 
mittee o1 by the Congress 

Mr. Mason. Senator Lehman, I am not acquainted with the facts 
as whether there is a need for the continuation of that program. 

The CHarrmMan. If you would like to study it and file a supple- 
mental report later, you can do that. 

Mr. Mason. I would like to reserve my remarks until I check into 
it further. 

The CuarrMan. It is title IIT. If you would like to file a supple- 
mental statement, | don’t know whether you will be for or against it 
you can file one 

Mr. Mason. We will be glad to do that. 


The report referred to follows:) 


? 


AMERICAN FEDERATION OF LABOR, 


Washington I, D C.. March 18, 1958. 
Hon. Homer Capenuarr, 


Senate Office Building, Washington, D. C 


My Dear Senator Capenartr 


During the course of my testimony yesterday 
before the 


Senate Banking and Currency Committee, I was asked whether the 
American Federation of Labor favored a continuation of the Small Defense 
‘lants Administration beyond June 30, 1953, its expiration date under the present 
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Defense Production Act \t that time, I asked permission to file a supplementary 
statement covering this question 

The American Federation of Labor has always favored equality of treatment 
between small and large business We have found that unless special adminis- 
trative arrangements are provided, small business frequently does 

qual access to critical materials nor equal treatment under the pr 


allocations regulations 


For this reason we have favored the establishmer 
ire that the potentialities of small business concert 
nse program. We feel that the Small Defer 

id job in carrying out this responsibility a1 
truly yours, 


Ver 


of Labor. 


Senator SpaARKMAN. I think I know you will be for it. I am glad 


you will file a supplemental statement 


The CHarrmMan. That statement goes for any other witness who has 
been before us. If they want to file supplemental statements before 
the record is closed, they can do so Any witness who has been before 
us or any witnesses that will come before us before the hearing is 
closed may do that 

Senator Leaman. May I say that the continuation of the Small 
Defense Plants Administration is a most important thing in any legis- 
lation. There is no doubt in my mind that that Administration has 
been of very great assistance to the small manufacturers. I think it 
would be a very serious thing to drop that 

Mr. Mason. It is an oversight on our part that we did not mention 
it in our statement. 

Senator SpARKMAN. With further reference to this statement that 
Senator Lehman made, I might say to you that the Small Business 
Committee of the Senate unanimously recommended its continuance. 

Mr. Mason. While we do not look upon section 714 as a substitute 
for a Select Committee for the Consumer Interest, we think that au- 
thority to concern itself with all problems affecting the consumer will 
make it possible for the Joint Committee on Defense Production to do 
its work more effectively. 

These, then, are our recommendations regarding the Defense Pro- 
duction Act. Above all, we favor the continuation of necessary pro- 
duction and allocation controls, a strengthening of the rent-control 
program, and the adoption of an effective standby machinery to cope 
with possible future emergencies. This is the bare minimum of action 
needed now, action without which the Nation cannot face the future 
with confidence 

The Cuarrman. Mr. Mason, sumiring up your recommendations, 
you, of course, know that S. 753 is a reenactment, in substance, gen- 
erally speaking, but not entirely, of the existing law 

Mr. Mason. Yes. 

The CHarrMan. It is a reenactment of the existing law on a standby 
basis, only to be used, of course, in case of an emergency, and not as a 
continuation of controls in any respect. 

You do not recommend that on the grounds that there is much in 
the existing Defense Production Act which you think is unwork- 
able 


Mr. Mason. That is correct. 
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The CuarrmMan. You do recommend authority or legislation giving 
the President the right, in case of a grave emergency, to immediately 
freeze prices, wages, and rent, for a period of 90 days, and during the 
90 days’ time you hope and want the Congress to, if in session, 
immediately move to consider what should or should not be done and, 
if out of session, to be called into a special session to consider what 
special legislation might be necessary? 

Mr. Mason. That is correct. 

The CHarrMAN. You also feel that rent controls should be con- 
tinued in critical areas? 

Mr. Mason. Yes. 

The CHarrman. And also that there ought to be an allocation of 
scarce materials, not only to the military, but likewise to civilian 
users who might be caught short; is that your position? 

Mr. Mason. Yes, sir. On rent controls, we include not only 
critical areas, but also those areas which, within the last 6 months, 
have either by referendum or action by their legislative body voted 
to continue Federal rent controls. 

The CuarrMAN. You want to go further than what is known as 
critical rent areas and continue rent controls in other places? 

Mr. Mason. Yes. Other areas that have voted to continue rent 
controls. 

The CHartrMAN. You feel this is the minimum that we ought to do 
now? 

Mr. Mason. That is correct. 

The CuarrmMan. Are there any further questions? We thank you 
very much. I want to congratulate you on your statement. I think 
you have approached it in a very fair manner. You are not opposed 
to having your own wages frozen in the case of an emergency? 

Mr. Mason. No. It is not an easy position to take on our part. 
Under normal conditions we would take an opposite view. However, 
when a national emergency threatens and our country is imperiled, 
we all must cooperate and work as a team under these circunfstances. 

The CHarrMan. We are talking about a real crisis when real harm 
may be done in the near future. You are not interested in having the 
President doing it without there being a real emergency? 

Mr. Mason. That is our understanding. 

The CuarrMaNn. That is our understanding. I think the record 
will be made so crystal clear that he can’t freeze wages and prices 
unless there is a crisis that no one can have doubt about it. Our 
intention is that it will be so obvious in the United States that it ought 
to be done there will be no argument about it. Thank you very much. 

Mr. Mason. Thank you, Mr. Chairman. 

The Cuarrman. The next witness is Mr. Robert F. Darrah, 
secretary-manager of the Southern Wholesale Lumber Association. 
You have a statement, I believe. Would you like to read your 
statement? 


STATEMENT OF ROBERT F. DARRAH, SECRETARY-MANAGER, THE 
SOUTHERN WHOLESALE LUMBER ASSOCIATION 
Mr. Darran. Yes, I think I would. I think I will stick to the 
text. 


The CHArRMAN. You may proceed in your own way and read your 
Statement. 
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Senator SpARKMAN. As a preliminary, I would like to say that Mr. 
Darrah hails from the State of Alabama. He is a most excellent 
representative of the Southern Wholesale Lumber Association. 

Mr. Darran. Thank you, sir. By way of prefacing my statement, 
I should like to say that I am the executive officer of a trade assoeia- 
tion composed of wholesale distributors of lumber domiciled in 23 
States throughout the Nation. My testimony will be entirely personal 
and unofficial insofar as the position I occupy within the lumber 
industry is concerned. My conclusions and suggestions are based 
upon observations during the course of extensive dealings, and at 
times somewhat close association with the officials of the Office of 
Price Administration, and later the Office of Price Stabilization, with 
whom I have at all times enjoyed the most friendly relationships. 

Having a very limited knowledge of the art of economics, I hope 
that you will bear with me in my endeavor to arrange my thoughts 
respecting the involved subject under discussion in such manner that 
you will at least know what I am driving at in opposing the reimposi- 
tion at any time of an economic control program to be administered 
in the manner set out in the Defense Production Act of 1950; and in 
suggesting that emergency control legislation of an entirely different 
nature be considered by the current session of the Congress. 

First, let me say that in my judgment, the existing Emergency 
Control Act should be allowed to die upon its expiration date, April 30, 
1953, never to be resurrected, and that no program of direct economic 
controls be adopted, either standby or otherwise, that would permit a 
return of the experience the Nation has been subjected to in the admin- 
istration of the Defense Production Act of 1950 as amended, which 
act in my judgment was as sound legislation as could have been hur- 
riedly devised during the serious emergency that confronted the 
Nation at that time. 

I believe that my feelings on this subject are shared by many citi- 
zens, particularly with reference to price controls, which have been the 
basis of most of the criticism, irritation, and antagonism expressed 
since soon after the inauguration of Federal regulation of the national 
economy, just prior to World War II. 

It is quite conceivable that farmers and business people would 
object to rules and regulations controlling their activities, but it is 
noteworthy that the great mass of the public ot all walks of life, whom 
price controls are designed to protect have likewise been extremely 
critical, having lost confidence in obtaining benefits expected from 
Federal control of prices. This in my opinion, is largely chargeable 
to the manner of administration that has resulted in endless confusion 
to producers and distributors with meager benefits to the consuming 
public. 

What has occurred under the two spells of price control experienced 
during the past 10 years, without doubt rests to a considerable extent 
upon the necessity for delegating the responsibilities of an almost 
impossible job to unqualified people having no actual experience of 
consequence in matters of agriculture and industry, and who therefore 
were not able to contribute much of genuine value to a program that 
demanded a maximum knowledge of all the related facts involved, 
plus some measure of ability for application of the law in such manner 
as to avoid disturbing normal processes no more than the general 


welfare requires. 
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It is not difficult to comprehend what a task it was to secure 
qualified personnel for controlling the national economy on a grand 
le such as was undertaken during two emergencies, the like of 
Vi ch the Nation had never seen before. | 


se 


Certainly there is no reason 
helieving that should another serious emergency occur, that a 
‘r qualified lot of administrators could be recruited than those 

ho have previously served in the war agencies. Capable industry 
people usually are satisfactorily employed Few are financially able. 
or are In a position to make other sacrifices necessary in accepting a 


Government assignment away from home Moreover, there is little 
if any satisfaction in occupying an important title that has little or 
no authority for formulating policy, or in making decisions having 


real force and effect 


Consequently, the experienced and qualified man remains at home 


with impractical economists that during recent 
vears appear to have creat] multiplied and are 


now almost as 
plentiful in Government as are boll weevils in the South. Congress 


makes the laws, but these theorists with their comparably qualified 


confederates of the legal fraternity are the ones who make the decisions 


upon which rests the economic welfare of the Nation. 

Fresh in my mind is the hardships experienced by lumber dis- 
tributors who occupied an impossible position throughout the entire 
ssary delay tn issuing a noncontroversial 
ndment, largely on account of the inability of the talent engaged in 
its drafting to agree upon its wording. Weeks were consumed in 
trying to decide what an item of lumber consisted of and finally being 
unable to agree, a definition of this importantly descriptive term was 
left out of the regulation, making it ambiguous and thus creating a 
predicate for technical violations and resulting litigation. Moreover, 


rather than worry 


vear 1951, due to the unnecs 


ame 


agency were specifically prohibited under 
li reg tlation exceDt in cases where a possible 
ation might already have occurred. 


a precedural over: 


inv informed person at all familiar with distribution would easily 


recognize this order, when at last published, as a means of controlling 


profits rather than prices. Probably vou will be amazed to hear me 
sav that under its formula distributors in many instances were re- 


quired to make sales of lumber at lower prices than manufacturers 
could charge for the identical items as listed in price regulations 


applving only to sales by the manufacturers 
It is not my purpose to take advantage of this opportunity to find 
fault with the Defense Production Act, or to unfairly criticize its ad- 


ministering agencies. On the contrary, | recognized the necessity for 
this legislation months before the act was passed during the summer 
of 1950, and I am quite sure that had its provisions been immediately 


applied and capably administered, much beneiit to the Nation’s 


economy wo ild have accrues | beli ve that il is fener? lly acreed 
by all groups, the farmers, the labor people, industry, distributors, 
and above all, consumers, that what was attempted has in a large 
measure resulted in failure Therefore, it would appear wise that an 
ntirely new approach to emergency economic stabilization is in order. 

So much for what has gone before, and very soon the Defense Pro- 
duction Act of 1950 will expire unless given a reprieve under S. 1081, 
or 18 superseded DV S aa which appears to be much of what we have 
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In appearing before your committee today, I have no desire to dis- 


: . y } : 
‘merits or demerits of direct Federal controls of prices, salaries, 








} ; } 
ot all of us, and that become serious probiems at a time of a national 
emt ‘ However. the s nothing in what we are being told 
' 
I Olu ca toda hat 1s es 8&8 ho Oo an e3 | and pe ‘ ent pr ce, 
th Ie iothu shnouid t overiooked, orn ected, ¢ 
aeiny¢ | wanning and preparu tor tl aisiocations 
to ct , ti event an: oO ‘ comes a 
| f 
1 msi } pDubDLLu ( ISIS ) S ( ) oO It ¢ I la- 
{ prices. rents. and oth s th ‘ rin ost. o ving 
\ { 1 the DAS S Wold 30 CO DDI l r to 
} > ? Qs | ‘ 
I I an : 
| } . 
i eve ot ich L ¢ \ op LI ( ~ ho lai 
1 
NI ( ol Co Ss I | a I ¢ ) ol 
i! mo ) Ol DA ) 1 « oO} is LA 
r~Cco!l ti Tr? oI wo i ‘ 
{ t] ) the pr 1} ) } ono l I 
N 91 has  ») om } < he experien 
oO ( r¢ ' Oo 0 t Ss 2 est. ln ( nas i Co CS ( 
Oo oO | ( ] j é ne ( \ ) oO ¢ ~ I 
{ ( ‘ The ~ al 21¢ ) 8) nb Aas } 
‘ } 
S ono nl controis aet ] oO ) Ss ] i ome 
1 
> ‘ 
( ess and in thre rres oO ce rhe Ss in 
t} S ot the } oOnal sec rit oO! economic stab D\ | YFeECULIVE 
1 ; +} 7 
a aid elles baeve him bv such act in the applica- 
7 + ¥ ! ] ’ ? 
tig ( ‘ ols of D Ss Ts S vane < 3 } } oO I mtrois 
sD ( authorize tire } 
1 
\ ! } S TON]. this1s?] tnin I nor tess than a temporary 
{ | f } ; f 
i! ( ~ ents = an ne! tThnine’s oO | ( Du ¢ 0 
} 
im imposi ols of th il my, pending tl 
a Dy C¢ I Ss { A col I) rhe ery ET ¢ eon ret 





t} a ( seriou emervreney ] a ne ( I ael ring 
non mntrols, this subject should a me be thorougl ( a 
and ppropriate f slation ena a to beco ( { ' 
Ol ( tio! rt ti ( neress, or! } er { I ithe Fb ent 
unas tv gs en hu I ich it j Se] = } eney 
oO 

Re ibe } insat fot, vv 4 r) ’ 4 t t} nacat t noer- 
t: to regulate the economy |! ( ! d- temporary 
n I t wi uld AnDDe r that th ht w a a to the 
1 ni nt dena ent h ( ri t tl \ n ear out 
sre ( it} tiie pre lems of th ne T ef nomy that ith 
consid sure are the prob s tl ! be dealt with during 
a& serious ney 

( onsec consideration micht wel he iven to placing the 
administration of emereencyv econon regulations, jointly and sepa- 
rat with the Department of Agricuiture, the Department of Com- 
merce, and the Department of Labor, that would in turn saddle the 
burden of responsibility for curbing inflation upon the shoulders of 


industry. agriculture, and of labor, where it rightfully belongs 
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Should such procedure be followed, the Nation would receive the 
benefit of the very best obtainable ability for the difficult job involved; 
personnel thoroughly qualified by years of experience, and who 
would have the facts, or know how to obtain them, the lack of which 
has been responsible for much of the confusion that has occurred in 
the past. 

The greatest departure from what has happened before in the 
administration of economic control regulation would be, under this 
proposal, the use of various boards representing agriculture, industry, 
and labor appointed by the Secretaries of the departments charged 
with administration, and who would have responsibility for the 
formulation of price schedules and for the regulation of salaries, 
wages, rentals, and so forth. Such boards would not be advisory 
boards in the sense of the term that applied to the industry advisory 
committees, who, having been appointed in compliance with the law, 
were almost entirely ignored by previous administering agencies. 
On the other hand, these boards would be legally and specifically 
empowered to ests ablish fair prices of commodities and manufactured 
articles, subject of course to the approval of the respective departments. 
The same procedure would apply concerning salary and wage regula- 
tions, and to rentals and matters pertaining to housing. 

As provided by section 80 of S. 1081, there should be established a 
National Advisory Council appointed by the President, by and with 
the advice of the Senate, and composed of representatives of busi- 
ness, industry, agriculture, labor, the military, and consumers. The 
President should name a chairman from the members thereof. Such 
council to be given general supervision of the stabilization program. 

It would be authorized to specify and delegate administration of the 
various commodities and manufactured articles that would be subject 
to regulation to the appropriate departments. Also, the council 
would determine the manner of administering salaries and wages, 
rentals and housing, and any other items that might not specifically 
be placed in a particular category. 

Naturally, immunities and exemptions from the operation of the 
antitrust statutes would have to be provided to the members of the 
council and of the boards that would be under the jurisdiction of the 
Departments of Agriculture, of Labor, and of Commerce. 

I have only touched on the highlights of this proposal, as my desire 
is to simply bring it to your notice without a great deal of detail. 
However, it might be said at this time, that the cost of administration 
of an emergency economic stabilization program in a manner similar 
to what I have suggested, would be insignificant in comparison with 
the enormous expenditures of the stabilization agencies ot the past. 
There would be no need for the large and expensive staffs that were 
recently employed at agency headquarters in Washington and in the 
regional and district offices throughout the Nation. Most of the jobs 
in the medium and higher brackets would be dispensed with. The 
work could be greatly simplified and more efficiently taken care of by 
relatively smal] additions to the staffs of the various departmental 
offices—national, regional, and district. 

[t is contemplated that the members of the National Council and 
the departmental boards would be paid a reasonable per diem and 
transportation allowance while employed in such work. There would 
naturally be quite a number of these boards functioning but unneces- 
sary meetings could be avoided and expense held at a minimum. 
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I am informed that administration of forest products alone by the 
Washington office of OPS has entailed an annual expense of approxi- 
mately three-quarters of a million dollars. I believe that a more 
satisfactory and efficient administration of this particular branch of 
trade can be accomplished for one-fifth of this sum. 

I should like to say in conclusion that I am not an advocate of 
controls in any form. Having to make adjustments and being told 
that you must do this and you can’t do that results in lower produc- 
tion and higher costs. Moreover, having witnessed two fiascos of this 
nature, it requires a lot of imagination to visualize any program of 
economic controls that would fully and successfully prevent, or even 
curb, inflation at a time of a serious emergency. 

Certainly, all segments of industry, trade, and agriculture should 
be spared interference by Government in freedom to go about its 
work from day to day, excepting in the event serious economic dis- 
locations definitely occur. 

The CHarrMAN. Are there any questions? 

Senator SpARKMAN. Mr. Chairman, I would like to ask, just to 
clarify my own understanding of your position, Mr. Darrah, this: 
You personally would like to avoid all controls at all times but you 
recognize the fact that if we have another emergency, as a practical 
matter, we are going to have controls? 

Mr. Darran. Yes, sir. 

Senator SpARKMAN. Therefore, you think it would be well for us to 
provide standby controls lodged in one of the regular departments 
rather than in a special agency as was true on the other two occasions? 

Mr. Darran. Yes, sir, Senator. I know we are going to have con- 
trols if we get in trouble. I think we should now take steps to set up a 
workable plan that will eliminate all of the horrible things that we 
have gone through in the past. 

Senator SpaRKMAN. And to prevent this hurried mobilization to 
administer the act? 

Mr. Darran. Yes, sir. 

Senator Leaman. You recommend in your memorandum that in 
the event controls have to be imposed, the work to be done be separated 
by categories to the different departments of Government. In other 
words, the question of agriculture would be lodged in the Department 
of Agriculture, and questions affecting wages or working conditions 
would be lodged with the Labor Department, and so on. 

Don’t you agree that if we reach a state of emergency that you 
can’t deal with these very important economic questions piecemeal, 
that they all relate to each other? It seems to me somebody has to 
have the top control and the top say with regard to piecing these 
various control activities together into one picture, otherwise I think 
you are going to find the Department of Agriculture doing something 
that might be disadvantageous to some other part of the whole 
economic picture. 

Mr. Darran. Senator, not necessarily so. That is where this 
National Council would come in. It would be somewhat of a coordi- 
nating agency. The National Council would be something of a co- 
ordinating board, with no great amount of authority. It would meet 
with the Departments of Agriculture, Commerce, and Labor and agree 
upon which departments would administer various commodities or 
manufactured articles that would be subject to control. 
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Generally speaking, Agriculture would have charge of products of 
the farms and processed articles, things of that sort. Commerce 
would have manufactured articles, and all the other things which are 
the produ ts of the forest and the mines 

| think the greatest trouble in the past, if I may be permitted to say 
so, is that we have been making too much of a complex thing of this. 
Just read the Price Control Act and you can generally make out what 
it means, but it is so greatly involved. 

To answer vour question more directly, I would say that this Na- 
tional Council would be in close touch with the departments, and be- 
fore Ol department could take action on a certain item, the other 
departments should be consulted. They could get together on what 
they were going to do or that better than a lot of fellows over there 


th: n’t know about it at all. That is what is going on. I was 
amazed when they first started this thing. I came up and had an 
appointment with a voung man o in OPS who was the main man 
| 1! his office. He was nice 1n seeing me He was just seeing ine 
iet me t acquainted with him He came out and said, “I am 

a hard « l asked him why He said, “I am having 

jiles this morning and meat this evening.”’ I said, “Do you 

now anvthing about automobiles?’’ and he said ‘Yes.”’ I asked 

I tut meat and he was not so sure. Right there is where you 
I 1 a superman The Department of Commerce is familiar with 


every department of industry, and the Department of Agriculture is 


dealing with all of these people all the time. They could work out 
some way of establishing regulations in administration without getting 
ross purpos = 


Senator SPARKMAN. Your thought is in the policymaking there 
would be close cooperation and coordination? 

Mir. Darran. Yes, sir 

Senator SPARKMAN. But your point is in writing regulations and 
defining words such as the items you mention here, as an example, 
those things ought to be done DY people who have been working with 
those particular products and things and services regularly throughout 
the years? 
\ir. Darran. Yes, sir. 
Senator SPARKMAN. It would be more in the field of implementing 
rezulations and the carrying out of those regulations rather than the 
setting of the policy that vou would expect the departments to carry 
out 

Mr. Darran. Yes, sir 

Senator LEHMAN. | would say that my experience is that the various 
departments of Government, the various bureaus, are very jealous 


of their jurisdiction and very jealous of their powers. I think you 
would find that when it came to administering it each department 
would be considering only the effect of its decisions on the particular 
part of the work that had been assigned to it and would not take into 
account the effect of those decisions on the entire economy of the 
Nation 

| realize if there was any difference as between the viewpoint of 
these departments, that would be coordinated by this National 
Advisory Board. I think vou would find that that would be a very 
slow and cumbersome operation. 


Mr. I 
close Lo 
how it 9 
amount 
have be 
such as 
dare st 
to price 
and Sa) 
This is 

lf y 
busines 
them f 
it and 

The 
ready i 
then t 
sane, > 

Mr. 
resem} 
The 
was 
cel in 
it now 
ence, ‘ 
war. 
Mr. 
The 
sentin 
Sen 
from 
Th 
ment 


ry 


viewD 


ol 





~—<« 


STANDBY ECONOMIC CONTROLS Doe 


Mr. Darrau. I have been close to this For 10 ves I have been 
lose to it and have been working with those pl I know just 
The measure of the success of a cor 


You don't ret any We 
} 


ig people had to comply, 


how it goes on trol program is the 

amount of compliance you get with it 

have been under controls twice and only the 

big corporations and big department stores. The 

necks out. Other than that they paid no at 
If you would go int 


as the 


3. 4} : 
stick then 
ys 


r months and months 


to price control for 
and Say, “How is the OPS working 


they will ask you what 


This is the truth 

If you can get at this thing in a ‘actical wav and turn it over to 
business people as much as possible, appointed, let 
both the pul and industry 


that will be worka 


let the boards bs 

these prices, will be more for 
vou will have somethin 
MAN. That is the purpose 
Trrency, Ol 


eT? 


are not pressure work 
of doing l sel I I thems« Ives do 
r that 


pass ano Ine Ihe W 


senator, u \ 
} ; thy 


you had in 


LN. You said in a 
istration. That it) 


1) 
Vou Will tT) 


K emergency 
emergency, 


iat we had in World War 


vou \y 


a a ¢ mm | 
ly judgment Thank 
H. Thank you, gentlemen 


The next witness is Mr. He 


IRMA} ne 
the National Association of Independe1 
rr SPARKMAN. I think he was going to 


from New York He may have had weather! 
‘| he IAIRMAN. Very well lf he is unal 
ed in the record at this point 


rred to follows 
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4. The SDPA has been very helpful to small business and the defense program 
during its short life. The major shortcomings of its work so far has been the lack 
of adequate powers to distribute contracts and grant financial assistance, when 
needed. Therefore S. 753 should be amended to strengthen the SDPA. 

I don’t want to take too much of your time, but I would like to explain the 


above points 


1. Sma business as a national resource 


] believe we Wii ¢ 





agree that the preservation of the strength of small business 
is at the heart of preserving free competitive enterprise. The idea of a competitive 
enterprise system without adequate opportunities for the establishment and 
maintenance of a sm business would be a farce. In addition, many recognize 
that democracy as a political institution would soon disappear unless there were 
many independent small businesses to offset the power of the industrial giants. 
But too few are aware of the unique role played by small business in sustaining 
yur industrial power and in maintaining the potential to quickly expand this 
power. 








( 


It Is easy to recognize 


But where would these i 





significance of our huge mass-production industries. 
istries be without the contribution of small and inde- 
pendent machine-tool producers, furnace manufacturers, cutting-tool makers, 


etc here are 





vital components which because of the small production 
‘iety of products produced, and the need for complex custom- 
built parts can be made most efficiently by small firms. 





ru involved. the 








What good would be all our capacity to mass-produce planes and tanks if we 
lost our capacity to produce the small ball bearings for these products? The 
‘ tribution of small busin agous Although in statistical terms the 
produc of hundreds of t of small producers may be only a minor 
percentage of our il pro this minor percentage—which incidentally 
is not as small as ’ supplies the nail, the nail for whose lack 
1 KIngdo Was 1o 

In additio1 you l 1 in tl S all Dusiness community the type of ingenuity, 
drive and initiative which thrives and flourishes when there is opportunity for 
small business to dev D I jualities cannot be asured by cold facts, 
but ire t which can tip the balances of success and failure 
ix yf crisis 





Assuming this evaluatior s correct, whv do we need a special Government 
program which might interfer with the fre working of competitive ¢ nterprise? 
‘l ire TWO I SO! 

1) The divis of economic power between the giants of industry and the 
multitude of small enterprisers is so great that small business does not really have 
equal opportunities to compet Inequities in financial resources and monopolistic 
discrimination are so important that small business is characteristically in a 
per situa Eve ose firms whic been able to hold up their heads 
i! ch an ¢ ron find t} their head ( * bodies by very 

ea 1 tenuous i 1 t they are constant denger of losing their heads 

l the face [ ew a € pments 
When the Government enters into the business picture as a major buyer 
with priority the security of small business enterprise is further shaker The 
Governme1 fficers responsible for procurement must necessarily think only in 
imited terms—how to get the most product in the soonest possible time. We 
cannot quarrel with this point of view However, it is only natural that these 
procurement officers should take the easiest path to get their jobs done. The 
easiest path for them is to deal with one or two hundred big suppliers, rather than 
with hundreds of thousands of small suppliers. t lat Many contracts can 





be performed only by the giant firms However, there is considerable work that 
; House Small Business Committee for instance, has 
estimated that about 35 percent of the defense procurement program could effi- 
be handled by small business firms. Yet the facts are that even with a 
rressional law that sets forth as a policy the maximization of contract awards 
and an active SDPA, small business has received only about 














this 35 percent. 





Che experience of World War II clearly demonstrates that without special 
‘ts Many small businesses are pushed out of business as the Government 
becomes an important buyer in the market 

[ mentioned one reason for this development—the procurement officers of the 
defense agencies work most effectively and easily with a limited number of giant 


eff 
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firms, leaving it up to the large contractors to subcontract part of their work if 
they want to. But there are other reasons as well: Small business finds it more 
lificult to get the necessary working capital, and the specialized machine tools. 


Smaller firms can’t afford to hire specialists to spend all their time in Washington 
and the regional headquarters to ferret out the Government business and negotiate 
contracts. 


rhe problems of small business will not diminish in a mobilization economy 
































sven if defense production schedules rema stable or daeciine si V. First 
as the schedules stabilize there will be more compet on for e Government 
Dusiness that remains. secondly, aithough the overall dules remal STADE 
there will be many shifts in the den fOr different military ems W hile 
some products may have to the def e agencies will be calling for in- 
crease d production of others the adva ives tli the giant fir s have 
they will be able to mobilize nd re I re ill contracts Ch rd 
eve aur the } ol ter Ina sm i Dus ess at a serious 
lisadvantage. Delays in financial settlements aggravate the financial problems of 
ill businesses with defense contracts ey are therefore at a disadvantage in 
seeking out the civilian work to replace defense-goods productior 
Perhaps it may not be necessary to ¢ npna e the point l ar 1D it to Make, 
[ want to keep the record clear small b ess 1s no kr handouts 
i I 1b le | OTTAa! oO rea ( t (vovernme s ) merely 
: er buver entern irket Beca of 7 bec ( pr ities 
é ul tin ria und tools, and because restr mdr of 
( i productio he Governme holds po Pr % lt small | ness 
And t happens not out of W bu ( ible opera f a large 
1¢e1 eb y progra Lhe fo a re 0 I Gove! hat is interested 
un equitable distribution o e burder f a fel rogra und value i 
bu 3 as a nat al resource \ ler ¢ 1 s of a la procure t 
progra fo ra progra ela designed . ull | 4 assure 
t ( 1alier fir ve a lair share, 
i pe ‘ j rie 
2) re i Congress dev yps for s 41k Du f Ss I l i » Tall ss 
I s a Lert y ough power and a » ¢ progra 
As the G roment is now set up requires an inde} ug ¢ 
SDPA is respe ible d ly t » Py lent 
l i tra ol : ul ) Ss progra l i War 4s ern- 
i ( : ound to create confi a 1 1 Wl I ( 
s I ~ ra | easo is ft ul it ach ot t y ag es 
ere e at ents and [functions W Will f 1itected | i ram 
Pak Co er Depart I for 1mp l s a ) 4 4 
f | 1 to take car f the small-bu progra } ( ree 
Dep ( is el overall co t i l $s 
aS Well @s § ull he D parti nt is concerned With air transportation, 1 bine 
iffairs, Patent Office operatio Weather sureau, Censu al l ess 
é ‘ I} smnall-busil rogram would f i Lat 
secretary ¢ ( ie! vould ive to or! i [ a I to { 
should a f t small-business progr and o1 I ! f e other 
Commerce Department activities, it would « be natural for the Secretary of 
(‘go erce to trv to resolve the conflicts withi 1 $ 0 yu 
By this process of smoothing out and resolvil onfli the iil-business 
progra s bound to be pushed more and mors to a weak and ineffective bureau 
one of many Washington bureaus 
It is in the very nature of the small isiness program that it needs forceful 
and imaginative leadership. The head of this program ma ave to work out 
top-poli y decisions :in cooperatiol with the heads ot the lefense agencies and 
other top administrators in the Government it 1s! mable to expect that 
the calibre of person needed for such a job can be attracted to head up m« rely a 
bureau in a buge department Nor is it reasonable to expect that the head of 


such a bureau can effectively negotiate on terms of mutual responsibility and 
respect with the heads of other agencies and departments 
1 our opinion, assigning the functions of the SDPA to one of the 


lepartments is the first step in killing it off 


hed 


} 





The powers of the SDPA should be creased and stre nathened 


For the reasons enumerated above our organization of small-business men urge 


753 be approved by this committe and by Congress 





that sections 305 and 306 of S 
We also urge that these sections be amended as follows to strengthen t 
of the SDPA so that it can do a more effective job: 


he hand 
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A. Give the SDPA the authority to award Government contracts directly to small - 
} The act 1 hain a ; cee } sin 
pUSiNE e a 1O Dell considered by your committee continues the 
provisions of the previous act under which the SDPA operates. It provides concel 
that procurement items be earmarked for small business on joint determination the re: 
by the defense agenev involved and the SDPA Che experience thus far, and are 0] 
. ' . « 
the experience dur World War II before the Smaller War Plants Administration | 
: rich s 
as en ade late powe! proves tl to be a lame and ineffecti e procedure if egisia 
the intent of Congré to reall necrease the small business share of contracts tions 
awarded We believe it is po ble to give the SDPA the dire t power to negotiate compet 
and award contracts to small business, without prejudi ing the defense effort. Pout 
One method would be by requiring each procurement agenev to earmark certain 
. . § ) 
t s for small plant production, up to a percentage of their total procurement, and ¢ 
percentage for each agency being determined on the basis of past production ure? | 
experi ( 1 ea n ; neces: 
| ( e the SDPA 14) Nowe to grant loa to small busines Che present act We 
a ithe one no under consideration give the SDPA onl the right to recommend T) ‘ 
ioans for smali business, ere necessary to t! production of defense and essential a 
ian ite and where private financing sources are not available. If there is that : 
any point in having an inde} lent agency for small business, the ageney should Pu 
have the power to carry out the policies agreed to by Congress For the sake of tinue 
t ' +} artiual hand } ar } id » } he R . And the 
ri Te , the act il 4 of the loan ould be done vy the RF( na the | 
advice and counsel of tl perienced RFC should be obtained However, the the ; 
let ination of hs ill ess f n yuld get credit ould be made by finall 
SDPA—the agency wl spends all its energies « vorking with and knowing Wi 
the detailed needs « he si all r firms applying for loans In order to properly resol 
carry out its functions, the SDPA should have t authority to set the terms, B 
onditions, and maturity of loans made under the policies incorporated in S$. 753. a 
( | Go me ’ hich make 0 ( q busine shou'd view 
( i i } } SDPA S. 753 re ulres consulta m with the SDPA only on judg 
pri ies and a ul rae H el ner re many other Goverhment TI 
a 1 S ull bu ( | rder t i aco tent . ; 
natio | pol ‘ ( rome accel ( should b re uired to coprsult with resp 
SIPA n all matter a all busi rl 
| wa to tha { ttee for giving 1! t ypportunity to present the VOU: 
si as ere of the Na al A of I nt Busine I sincerely be u 
hoy i la il lig pl Small busi ittitude a : 
1 ( hye 1 up ‘ ‘ y rade to . . j } a gene 
all plant owre! ) to do busine th the Governmert,”’ he said, port 
') ause | é { pe t ( re Os I’ 
The SDPA the a ing to : hat t mall-} ess man has 
i ! i vest 
i fo nate I t t I ta \ Land as earl def 1 a figure > 
As an bu iN EE nin <ialatin te cilias Bice hin Oe ~ 
The CHAIRMAN. Our next witness will be William A. Quinlan, reca 
veneral counsel, Associated Retail Bakers of America. Mr Quinlan, ’ 
will you proceed in your own way? 
STATEMENT OF WILLIAM A. QUINLAN, GENERAL COUNSEL, 
aC Mn TT) OM yD rODa 
ASSOCIATED RETAIL BAKERS OF AMERICA sk 
Pues) 
. , 
Mr. Quintan. Mr. Chairman, and members of the committee, I 
_ “ : : ; 
am William A. Quinlan, general counsel of the Associated Retail , 


Bakers of America and testifying here on its behalf. This is the 


national, nonproht trade association of manufacturing retail bakers, . 
who produce bread and other bakery products for sale directly to the Nat 


of s 
consumel stal 
We appreciate this opportunity to appear before your committee, mis 


and we hope to justify it by presenting testimony and recommenda- _— 
tions that will be really helpful on the controversial and difficult the 
subject you have under consideration. 

This statement will be brief and specific, and based on practical dat 
experience with previous legislation of this nature and its adminis- pre 
tration the 
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Since your committee may now have or later obtain information 
concerning the international situation which is not available to us and 
the rest of the general public, we do not presume to say flatly that we 
are opposed to enactment of any further price and wage control 
leg slation at this time. We recoenize the poss bilitv that considera- 
tions which for security reasons would not be publicly known might 
compel enactment of some su ly lee siation 

Put we do want to state that on the bas’s of our present information 
and observations we see no sufficient need for such enactment, and to 
urge you to follow a policy of avoiding it except only under compe ling 
necessit 

We realize teo that these are tense, uncertain and dangerous times 
They present a strong temptation to give the executive branch powers 
that are basically foreign to our system of government 

Put the present international tension and uncertainty could con- 
tinue for many years. It would be easy to fall into the habit of giving 
the executive extraordinary and unnecessary emergency powers that 
finally would no longer be extraordinary 

We believe and urge that any real doubt you may have should be 
resolved in favor of a free economy 

But it would be unrealistic of us to stop with an expression of that 
viewpoint, and ignere the possibility that your final information and 
judgment might call for legislation. 

Therefore, in the event that you d 
respectfully ask you to consider certain suggestions as to its terms 

These are in the form of suggested amendments to the two bills 
you so far have before vou, but we believe that similar provisions should 
be included in any bill of this nature. They deal not only with the 
general ideas but with specific language, since that is of unusual im- 
portance 1n such a bill. 

To save your time, Mr. Chairman, we have compiled these sug 
gestions in a memorandum. Would you be willing to have those 
inserted in the record, Mr. Chairman? 

The CuarrMan. Without objection, they will be placed in the 


o recommend legislation, we 


record 
The material referred to follows 
RECOMMENDED AMENDMENTs TO 8. 1081 AND 8. 753 
Memorandum on behalf of the Associated Retail Bakers of America 
(Puget ‘ t I fr I the ab i s!I w~ 


RECOMMENDED AMENDMENTS > THE BII s ‘ 


Section 803 (a) of new title VIII of the Defense Production Act of 1950, as 


amended (p. 3, line 21, of the bill through p. 4, line 16 Amend tl as follows 

Sec. 803. (a) The President is authorized and directed, after consulting the 

National Advisory Council, whenever he shall find and declare that the exercise 

of such authority is nece ssary in the interest of national security or econom« 

stability, to « stablish by Executive order ceilings o l the [price rental, com 

mIssio! margin, rate, fee, charge, or allowance } j ces entails, COMMISSIONS, mar 
{ ‘ 


gins ates, fees, charges, and allowances paid or receive d or he sale or delivery. or 


the purchase or receipt [by or to any perso! j of materials and services 2 
wages, salaries, and other compensation paid or received with respect to employ 
ment, and (3) rents paid or received for the use or occupancy of housing accommo 
dations, at the levels prevailing as of the close of business on the business day next 
preceding the day on which the action is taken, or, if none prevailed on such day 
then those prevailing on the nearest date on which, in the judgment of the Presi- 


dent. they are generally represe ntat ive But no ce ing si Y, n effect with 
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respect to any material or service or transaction therein, type of employment, or housing 
accommodation unless ceilings are in effect for all materials and services and trans- 
actions therein, types of employment, and housing accommodations other than those 
exen pled by subsection of this section or exé mpted speci fically by the President pur- 
suant to subsection (b) of this section All ceilings established under this title shall 
terminate ninety days after the issuance of such order, or at such earlier time as 
Congress may by law provide, and the authority conferred by this title to establish 
ceilings shall not thereafter be exercised,’ ; 


Additional subsectior An additional subsection should then be inserted in 
section 803, of the same general nature as the present section 402 (e) of the Defense 
Production Act of 1950, as amended, i. e., a subsection listing items to be exempted 
by the bill itself from control. This would be the subsection referred to in the 
blank in the recommended revision of section 803 (a), above. 

Section 803 (b) of new title VIII (p. 4, lines 17 through 23): Amend this as 
follow 

b) The President may provide exemptions from ceilings in the case of any 
or services or transactions therein, or types of employment, or housing 
accommodations of any class or in any area, if he finds that (1) 





material 
such exemption is 
necessary for national defense, or (2) the imposition of such ceilings would be 
impracticable or unnecessary in order to effectuate the purposes of this title; 
but such eremptions and findings shall be specific, and in no event shall ihe power 
granted in this subsection be used to exe mpt all materials, services and transactions 
jpes of employment, or to erempt all housing accommodations.” 
Section 2 (a) of the bill (np. 7, lines 12 through 20): Amend this as follows: 
“Sec. 2 (a) Subsection (a) of section 717 of the Defense Production Act of 1950, 
as amended, is amended by inserting before the period at the end thereof a semi- 


therein, to erempt a f 





colon and the following: ‘and title VIII of this Act and all authority conferred 
thereunder shall terminate at the expiration of ninety days after the President 
proclaims that the existing international emergency requiring the involvement of 
armed forces of the United States in actual hostilities in the Korean conflict has 
ended, or at the close of April 80, 1954, whichever is earliest’.’’ 

Section 2 (b) « f the bill Dp. os line 7A. through p. 3, line I Amend this to read 
as follows (i. e., by inserting reference to sec. 709 as indicated): 

““(b) Subsection (b) of such section 717 [*] is amended by adding at the end 
thereof the following: ‘(4) Sections 702, 703, 705, 706, 707, 709, 710, 711, 713, 
715, and 716 of this Act shall continue in effect until the expiration of title VIII 
of this Act: except that section 705 shall not become operative until the President 
establis! 1 rents under title VIII.’ ”’ 








hes ceilings on prices, wages, an 


B. RECOMMENDED AMENDMENTS TO THE BILL §, 753 


Section 402 (p. 37, line 21): Strike out ‘selective or general’, just before the 
word “cortrols”’ 


Section 403 (a) and (b) (p. 37, line 22, through page 39, line 11): Amend this 








pe 
as fi S: 

Sec. 403. (a) (1) The may issue regulations and orders establishing 
1 ceil or ceilings on t ntal, commission, margin, rate, fee, charge, or 
allowance paid or recievs sale or delivery, or the purchase or receipt, by 





or to any person, of a1 or service; and the President shall at the same 


time issue regulations and orders stabilizing wages, salaries, and other compensa- 
tion in accordance with the provisions of this section; but such requlations and orders 
sha yt de n effect th respect to any material, service, or ly pe of employment 

$8 ch regulations and orders are in effect for all materials, services, and types 


of employment other than those exe mpted by subsection (a of section 105 or exe mpte d 
specifically by the President pursuant to subsection (b) of section 405 

2) [Action under this section may be taken either with respect to indivudual 
materials and services and to individual types of employment, or with respect to 
materials, services, and types of employment generally. Whenever any action 
is taken with respect to any particular material, service, or type of employment 
or with respect to materials, services or types of employment generally] Whenever 
action under this section is first taken, ceiling prices shall be fixed and the wages, 
salaries, and other compensation shall be stabliized at the level prevailing as of 
the close of business on the business day next preceding the day on which the 
action is taken. As soon thereafter as practicable (within a period of ninety 








This refers to section 71 the Defense Production Act of 1950, as amended.) 
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lays after the taking of such action, if possible, and within a period of six months 
after the taking of such action in any event) the President shall adjust such ceiling 
prices and such stabilization of wages, salaries, and other compensation in the 
manner prov ided in subsection (c) of this section. 

“T(3) Whenever a ceiling has been imposed with respect to a particular material 
or service, the President shall stabilize wages, salaries, and other compensation 
in the industry or business producing the material or performing the service. 

“[(4) Whenever ceilings on prices have been established on materials and services 
comprising a substantial part of all sales at retail and materially affecting the 
cost of living; the President (i) shall impose ceilings on prices and services generally, 
and (ii) shall stabilize wages, salaries, and other compensation generally. 

“T(b) In stabilizing wages under this section, the President shall issue regu- 
lations prohibiting increases in wages, salaries, and other compensation which he 
deems would ré quire an increase in price ceilings or impose hardships or inequitic 8 
on sellers operating under price ceilings. ]”’ 

Section 405 (b) (p. 49, lines 11 through 19): Amend this as follows: 

(b) The President, in or by any regulation or order, may provide exemptions 
for any materials or services, or transactions therein, or types of employment, 
with respect to which he finds that (1) such exemption is necessary to promote 
the national defense; or (2) it is unnecessary that ceilings be applicable to such 
materials or services, or transactions therein, or that compensation for such types 
of employment be stabilized, in order to effectuate the purposes of this title; 
but such exe mptions and ju dings shall be Sper ific, and in no event shall the power 
granted in this subsection be used to exempt all materials, services and transactions 
erein or to exempt all t {pes of é mplo yment os 
ion 413 (p. 65, line 21, through page 66, line 6): Amend this as follows: 

“Spec. 413. Before initially issuing any regulation or order controlling prices 
[or] and wages, salaries [or] and other compensation authorized by this title, 
the President, after consulting the National Advisory Council, by Executive 
order shall find and declare that the exercise of [any] such authority is necessary 
in the interest of national security or economic stability; [and in any event 
before imposing controls generally under this title, the President, after consulting 
the National Advisory Council with respect thereto, shall by Executive order 
make a similar finding and declaration.]” 

Section 414 (page 66, line 7, through page 67, line 3): Amend this as follows: 

“Spc. 414. It is hereby declared to be the policy of the Congress that price 








and wage controls, if activated, shall be completely terminated as soon thereafter 
as possible consistent with the policies and purposes set for in this Act; and 
that the President shall suspend price and wage controls in the case of any material 


or service or type of employment where such factors as condition of supply, 
existence of below ceiling prices, historical volatility of prices, wage pressures 
and wage relationships, or relative importance in relationship to business costs 
or living costs will permit, and to the extent that such action will be consistent 


with the avoidance of [a cumulative and] dangerous unstabilizing effect, but 
( I 












suc/ spensions shall be necific and supported by specific f l 78, and in no event 
( es ende out susper ] co It is 
¢ . hat } } Pr ¥ } } 
t | ‘vy Ol Congress t when th esid hi 1 te! 1a 
t suspension and the restora 1 of ce gs on sa I irges f 
f } f 
terial « ervice,. or the furt - : yn of wag al 
T Sf ) or po is ce \ } rT le r to € { Tine se8 
Act, he shall by regulation or order terminate the suspe 
= 1 i 9 > ¢ i } ‘ . 1 e 
Section 706: Amend the second sentence (p. 82, lines 2 through 8) as follows: 





regulation or order under this Act may be established in such form and 








manner, may contain such cl ions and differentiat s, and m ovide 

for such adjustments and res exceptions Ms J led 

ein this Act. as intl ent of e Preside @SSAI or proper 

to effectuate the purposes of this Act, or to prevent circumvention or evasion, 

or to facilitate enforcement of this Act, or any rule, regulation, or order issued 
nder this Act.” 

- a ; 

Section 719 (a I p. 97, ] p. 98, lit : Ar a IS as [OLlIOWS: 

‘Sec. 719. (a) (1) Except : this Act provided, this Act and all 

authoritv conferred thereunder shall terminate at the expiration of ninety days 


after the President proclaims that the existing international emergency requiring 
the involvement of Armed Forces of the United States in actual hostilities in the 
Korean conflict has ended, or at the close of April 30, 1954. whichever is earliest.” 
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Mr. Quryuan. | would like to comment briefly concerning thes 
amendments 


These suggestions as to the terms of any legislation now or later are 


intend d to effectuate three basic ] rinciples l Price contro] if any 
must be across-the-board, with stmultaneous wage control, and subject 
only to specific and specifically justified exemptions, (2) industry 
should be consulted to the greatest practicable extent in formulating 
re culations of industry. and (3) such powers should never be fviven the 
Executive for more than a very short period of time. 

Perhaps I should interpolate here that by across-the-board control 
we do not mean that there must be only one regulation covering all 
commodities and wages or that the ceiling for all of them should be 
determined upon the same basis. We do mean that appropriate 
ceilings must be in effect at the same time under either one or a number 
of regulations and determined upon appropriate bases for commodities 
and wages generally, that we cannot control only some prices, that the 
control program, if any, must cover prices and wages generally. 
Piecemeal price control, or price control without wage control. 
would be intolerable. That was demonstrated in World War II, and 
Congress by the terms of the Defense Production Act of 1950 attempted 
to forbid a repetition of such a policy. 

We think that legally it prohibited such a, policy, in the terms of the 
present Defense Production Act 

But the recent action of the executive branch in continuing price 
controls without wage controls suggests in our opinion a need for 
even more obvious provisions in any future legislation to prohibit 
such action. 

Mr. Chairman, we believe that the present act has been violated by 
the complete removal of wage controls without a simultaneous com- 
plete removal of price controls, and we respectfully ask that you 
insert in your record at this point this copy of our correspondence 
protesting that action. 

The CuarrMan. Without objection, it will be placed in the record. 

(The material referred to follows: 


CORRESPONDENCE CONCERNING ReEQuvEstT By AssociATED Retain BAKERS OF 


AMERICA FOR COMPLETE REMOVAL OF PRICE CONTROLS IN VIEW OF COMPLETE 
REMOVAL OF WacGrE ConTROLS 


[Day letter 
Frpruary 6, 1953. 
The PRESIDENT, 
The White House Washington, D E>. 
We respectfully submit that, with the 


removal of all wage controls, the pro- 
visions of the Defcnse Production Act, sections 402 (b) and (f), require that all price 
controls also be removed immediately Continuation of price control regulations 
now would be unlawful and unenforceable. Apart from the provisions of the act, 
it is a practical fact established by experience and recognized by Congress that 
control or prices without control of costs 
materials and services, is impossible 


be fully and immediately terminated 


, including wages as well as purchased 
We respectfully request that price controls 


Wo. A. QuINLAN, 
General Counsel, Associated Retail Bakers of America 


The Pri 


The 
DEAR 
our lt le 
follows 
visions 
price c 
reguiat! 
of tl e 


Congre 
as pure 
price ¢ 
Des} 
limited 
idea of 
and ac 
limite 
pt nsio 
harmfh 
price ¢ 
calls ] 
togeth 
Sect 
on an 
wages 
price 
teriall 
across 
Pec 
specif 
ample 
mec 
justif 
empk 
Ne 
conti 
susp 
this. 
‘the 
mate 
ceilit 
Th 
unde 
with 
at be 
invit 
thos 
W 
whi 
the 


Mr 


of 
kn 


price 
1 for 
hibit 


d by 
‘om- 
vou 
ence 


ord. 


STANDBY ECONOMIC CONTROLS 561 


ASSOCIATED RETAIL BAKERS OF AMERICA 
Washington 4, D. C., February 11, 1953 
The PRESIDENT 
The White House Washinaton D ( 


Dear Mr. Presipent: Your consideration of thes ymments supplementing 
our telegram of last Friday would be greatly appreciated rhat telegram read as 
[OMOWS 

We respectfully submit that, with the removal of all wage controls, the p 
visions OT the Defense Productior Act, sections 402 (b) and (f require that a 
pri controls also be removed immediate] Continuatio if rice ¢ trol 
regulations now would be unlawful and unenforceable Apart from the provisions 
of the act, it is a practical fact established by experience and recognized by 


Congress that control of prices 


as purchased materials and servi es, is impossible We respectfully request that 
price controls be fully and immediately terminated.’ 


trout control of costs, ineludi 





wages as Well 


Despite an inconsistent authority, now academic, for initial imposition of a 
limited degree of piecemeal price control with coextensive wage cor trol, the basic 
idea of the Defense Production Act is tha price contre hould be across the board. 
and accompanied by coextensive wage control his is subject only to certain 
limited statutory exemptions ar 1 to spt fic administrative exceptions or sus 
pensions based on specific determinations that they are necessary or at least not 
harmful to the program. Congress recognized that piecemeal price control, 01 
price control without cost control, would not work, and that, apart from specifi 
cally justified exceptions, price and wage controls should go on together and go off 


together 
Section 402 (b) of the act, in authorizing the President to put 
on any material or service, provided that | 
wages in the industry producing the material or service, and it provided that 
price ceilings could not be imposed on a substantial part of sales at retail ma- 
terially affecting the cost of living without imposing price and wage controls 
} 
1 


celning 





ie “at the same time stabilize 


across the boar 

Section 402 (f) is consistent with that in providing for specific exemptions, 
specifically justified, from such across-the-board control, and referring, for ex 
ample, to particular “‘types of employment 

Section 412 also is consistent in providing for specific suspensions, specifically 
justified, of controls with respect to a particular material, service or “‘type of 
employment.’ 

None of those provisions, we respectfully submit, contemplates or permits a 


continuation of price control following a complete and general termination o 












suspension of all wage controls. The legislative history of the act emphasizes 
this. For example, it was stated in Senate Report No. 1599, 82d Congress, that 
‘the suspension program is designed only for such areas in which either prices of 
materials or wages are below present ceilings with no prospect of their reaching 
ceilings in the foreseeable future.”’ [Emphasis suppl.ed 

The practical considerations are equally compelling. Even if it were permissible 
under the law, it would be wholly unsound to attempt to continue price controls 
with no control of wages, for any time however short Price and wage controls 
at best are abhorrent to allof us. To impose or retain them in piecemeal fashion 





invites graver disruptions of the economy as well as hardship and unfairness to 
tt 


those ie subjec to them. 

We commend the statement in your message to Congress, Mr. President, in 
which you said that free and competitive prices will best serve the interests of all 
the people We urge you to remove all price control wit! 


tespectfully, 


1iout dela 


We. A. QuinLaNn, General Counsel 


OFFICE OF PRICE STABILIZATION 
Washington 25, D. C., February 11, 1953 
Mr. WiuiiamM A. QUINLAN, 
General Counsel, Associated Retail Bakers of America, 
s Washington, D. ¢ 

DEAR Mr. Quinuan: The President has asked us to reply to your telegram 
of February 6, urging removal of all price and wage controls. As you no doubt 
know, wage controls have been terminated by Executive order. The same is 





1216—53—pt. 2——12 
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true of price controls on a number of commodities. Controls on others are being 
rapidly removed in compliance with tl 


the President’s direction for orderly decontrol. 

Yours sincerely, 
CHasE Goinac WoopHoUsE, 

Office of the Special Assistant to the Director. 


Pn FEBRUARY 12, 1953. 
The PRESIDENT, 
The White Ho ise, Washington, dD. a, 


Referring to our telegram of February 6 to you urging immediate removal of 
all price controls: the ‘‘reply”’ from the Office of Price Stabilization is not respon- 
sive to the content of that telegram. A letter sent you yesterday further dis- 
cusses our request. It will be deeply appreciated if you will give consideration 


to the important legal and practicai points requiring such removal of price control 
which are discussed in that letter. 


Respectfully, 
I ’ 
WituiAM A. QUINLAN, 
General Counsel, Associated Retail Bakers of America. 


Note.—The Associated Retail Bakers of America has not as yet received 
a reply. 


(The following was later received for the record:) 


OFFICE OF PRICE STABILIZATION, 
OFFICE OF DIRECTOR, 
Washingtor 25, D. C., March 23, 1958. 
Mr. Wiiu1am A. QUINLAN, 
General Counse , Associated Retail Bakers of Ame rica, 
Washington ,. 7, (\. 

Dear Mr. Qurnuan: Your letter of February 11 and your telegram of February 
12, addressed to the Pri i regarding the removal of all price controls, have 
been referred to this office for acknowledgment. 


In deciding upon an immediate removal « 


ryt 


/f wage controls and an orderly termi- 





ion of price controls, the President and the administration have taken into 
consideration the various legal and practical points referred to in your communica- 
tions Additior ally, final action which removed remaining price controls was 
taken on March ue 
Sincerely 
JosEpH H. FREEHILL, 
Director of Price Stabilization. 


Mr. Qurntan. We believe that price ceilings on our products or 
any other commodities were unlawful after all wage ceilings were 
summarily removed on February 6. Our products were decontrolled 
on March 5 We are not now under price control. But we believe 
that still o tstanding price control 9 lations are unlawful. 

Althouch the removal of all ware controls without removing price 


re 


controls was nominally by the President and our communications 
were addressed to him, we certainly do not mean to imply here any 
criticism of the President, in whose personal judgment, policies and 
restraint we have the greatest confidence. We still have a big Gov- 
ernment, and we simply encountered the administrative treatment so 
frequently typical of an emergency control organization. 

If an when any further legislation is enacted, we urge that it be 
made so specific as to positively and completely preclude such action. 
The provisions we’ve submitted to you here would do so. 

We doubt that you need to be persuaded that effective price control 
is impossible without control of costs, including wages and including 
prices paid for purchased materials and services. One man’s prices 
are anothe r man’s costs. Price and wage structures are so interrelated 
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that attempted piecemeal or selective control of them would create 
distortions and chaos in the economy, as well as grave injustices, fail 
to help in preventing inflation, and weaken the defense program. 
And an attempt at piecemeal control would have the bad effect of 
stimulating those still uncontrolled to inflate their prices to the 
ereatest possible extent while the opportunity still existed. Control 
of prices and wages must necessarily be general and not selective. 

That seems so evident and fundamental a principle that we won’t 
belabor it further. 

Of course such a general control program can be subject to selective 
exemption or decontrol, as to specific prices or wages in respect to 
which it is specifically found either that exemption is necessary or 
that exemption is possible without harmful repercussions 

Such selective exemption or decontrol of a particular material, 
service, or type of employment should be provided in either of two 
ways, as it is in the present act, and as we believe it would be even 
more clearly in our suggested amendments to the pending bills, that 
is (1) by specific provision in the statute on a finding by Congress 
that the exemption is necessary or that it will not adversely affect 
control of other materials, services, or employment, or (2) by specific 
executive action supported by such a finding. 

The distinction can be stated as one between piecemeal decontrol, 
which is possible and in some respects even necessary, and piecemeal 
control, which is impossible. 

This is recognized in the present act, although not by such com- 
pletely unmistakable provisions as it should be, and as it would be 
in our suggested amendments. 

The second general principle covered by these amendments seems 
equally fundamental, that industry should be consulted whenever 
possible in developing regulations, so they will be realistic and work- 
able. The proposed provision is the one in the present act, section 
709, that requires any regulation to be accompanied by a statement 
that industry has been consulted in its formulation or that such con- 
sultation was impracticable or contrary to the interests of national 
defense. This provision has had a salutary and wholesome effect on 
OPS and prevented to a considerable extent the mistake of high- 
handed attitude which OPA made in its earlier stages. 

We believe the bill S. 1081 is deficient in failing to insure recognition 
of either of those basic principles, and that our suggestions would cure 
those deficiencies. 

As a further suggestion with respect to S. 1081, we suggest that you 
consider adding another title, to become effective in the absence of 
further action by Congress 90 days after an initial freeze order under 
title VIII, which would be a more complete type of statute along the 
general lines of S. 753 and which would then govern the executive 
tailoring of that freeze order. It would seem better to prepare this 
now, while there is the opportunity to do so deliberately. 

S. 753 is deficient in respect to the first principle, that of across-the- 
board control of prices and wages, and we believe our suggestions 
would cure that deficiency. 

It does already contain the provision as to consultation with in- 
dustry, and other desirable provisions of the present act, including 
the one that ceilings on end products of agricultural commodities 
must not deny generally fair and equitable margins. 
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We suggest also that the final termination dates of both bills be 


changed. They now would provide for their termination 90 days 
after the President declares the end of need for our envagement in 
Korean hostilities We suggest that instead the Congress should 
never grant such powers for more than a vear from date of enactment. 
so that they wil be reviewed by each session There is one further 


estion with respect to S. 753 which is not shown in our memo- 
randum of recommended amendments which I respectfully commend 


to vour consideration This may be reallv a matter of language or it 
might ultimately have important practical applications. This bill 
speaks of ceilings on prices but of stabilizing of wages. I sugeest that 
the term “ceilings”? be used in respect to both prices and wages as is 
done in'S. 1081 The term “‘stabilizing’’ itself in the present act has 
been applied as meaning ceilings. Presumably, it is intended in S, 753 
to mean ceilings, and it would seem better to say SO. 


We would like to offer a few more observations of a general nature. 

As alread stated. we oO irselves do not now see s iffie ient need for 
control legislation, and we hope your information and judgment will 
be the same 

Unnecessary enactment of such authority , now or at any time. would 
be an invitation to professional controllers 

Moreover, its existence would be an otherwise unwholesome influ- 
ence. Such an invitation to the controllers would at the same time 
be an incentive to excessive prices and wages because of the creater 
threat to industry and labor of an unjustified freeze at any time. 

Nevertheless, we believe that, without inviting such undesirable 
results, your committee can perform a great public service by these 
hearings and by the careful preparation of a standby bill, which 
could then be published but held in reserve unless and until need 
might arise to report if formally for recommended enactment. 

You have the opportunity now for calm and deliberate preparation 
of a bill to be held in readiness without enactment, an opportunity 
which you would not have if this preparation were postponed until 
the next critical emergency if any confronts us. 

Without such preparation by your committee, the executive 
branch presumably would present you on the occasion of such an 
emergency with its own bill and insistence upon its immediate enact- 
ment, with no sufficient opportunity, in an atmosphere of crisis and 
haste, for either those affected or Members of Congress to have their 
views and recommendations considered 

The press reported recently that the executive branch was _ to 
prepare a bill, and it has been indicated that it will be in very general 
terms. This sounds like a blank check sort of bill, and we respectfully 
submit that experience with emergency control agencies does not 
suggest it to be advisable for Congress to write a blank check. 

However great our confidence in the personal judgment, policies 
and restraint of the President, he would not actually administer price 
and wage controls. They would be administered by thousands of 
miscellaneous officials, and we think it has been conclusively demon- 
strated that such officials must be subjected to legislative requirements 
and limitations if grave administrative abuses are to be avoided. 

Mr. Chairman, we thank you all again for the hearing you have 
afforded us. 
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The CrarrMan. Thank you. Are there any questions, Senator 
Payne? 

Senator Payni No, Ll would merely like to congratulate Mr. 
Quinlan on what I think has been one of the most constructive ap- 
proaches to this problem that I have heard vet 


The CHarrMan. I certainly concur in that. I wish more witnesses 
had approached the subject in as realistic a way as vou have, because 
| think we are all trying to accomplish the same thing. It certainly 


would have made our task much easier here had we had cooperation 
along the lines that you suggest in your statement 

Mr. Qurntan. Thank you, sir 

The CHarrMaNn. No one can quarrel with your statement, I do not 
think. I am speaking generally. They cannot quarrel with the 
substance. Senator Sparkman? 

Senator SpARKMAN. No questions, Mr. Chairman. I join in the 
comments of both you and Senator Pay ne 

Mr. Qurntan. Thank you 

The Cuarrman. Thank you, sir. The next witness will be Mr. 
George W. K. Snyder, general counsel for the James Flett Organiza- 
tion, Inc. You may proceed, Mr. Snyder, in your own way. You 


have astatement, I presume? 


STATEMENT OF GEORGE W. K. SNYDER, SECRETARY AND GENERAL 
COUNSEL, JAMES FLETT ORGANIZATION, INC. 


\lr. Snyper. I have a statement, sir. I would like to follow it 
along and perhaps add something to it 

\Miy name is George W. K. Snyder. The law firm of which I am a 
partner is general counsel for the National Association of Waste 
Material Producers. This association is a not-for-profit corporation, 
organized, amongst other things, to advance properly the common 
interests of producers of waste material 

| am also S 


‘ecretary and general counsel for James Flett Organiza- 
Ine That corporation maintains offices in Boston, New York, 


tion 
Washington. Cleveland, Chicago, Detroit, and Los Angeles. It acts 
as the agent for approximately 500 leading industries in connection 
with their production and sale of serap material 

Although not cenerally appreciat d, the reclamation of scrap is 
one of vital importance to the national economy and to the defense of 
of the largest and most important sources 


this country, for scrap is one 
of raw material. Specifically, the production of 1 ton of steel re- 
quires one-half ton of scrap. To a varying degree, producers of paper, 
nonferrous metals, textiles, fats and oils, likewise require tremendous 
quantities of raw material in the form of scrap. The impact of scrap 
prices on the national economy may be measured by the fact that out 
of approximately 190 tailored regulations issued by the Office of 
Price Stabilization, 11 were specifically designed to impose price 
ceilings on scrap. 

During the past 2 years, our firm has been retained to file 3 protests 
against ceiling-price regulations with the Office of Price Stabilization. 
One was filed on behalf of the East Ohio Gas Co., and others, with 
respect to price margins on unprepared iron and steel scrap; another 
was filed on behalf of Sunshine Biscuits, Inc., Ward Baking Co., 
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and National Biscuit Co., in connection with price margins on used 
steel drums; and a third was filed on behalf of James Flett Organiza- 
tion, Inc., in respect of discriminatory brokerage provisions. The 
Director denied all three protests and they were appealed to the 
Emergency Court of Appeals. The Emergency Court of Appeals 
held against the Director in the Flett case. On motion of the Director 
in the East Ohio Gas Co. case, the court determined that the appeal 
had become moot after filing because of the recent exe mption of iron 
and steel scrap from price control. The third case is still pending 
in the Emergency Court of Appeals. 

In addition to the foregoing, our firm has had almost daily experience 
with the operations of ceilin; g-pric e regulations; has had many confer- 
ences with the Office of Price Stabilization; and has acquired a rather 
broad familiarity with the operations of that office. In the prepara- 
tion of briefs betore the court, our firm has necessarily become familiar 
with the decisions of the Kmergency Court of Appeals in this field, 
both under the OPS and the OPA 

The CuarrmMan. I do not want to interrupt you, but I would like 
to say that Russia just shot down a four-engine British bomber over 
Germany. 

Mr. Snyper. It makes these hearings perh: ips More important. 
The CHarrman. I have always felt they were important. 

Mr. Snyper. I did not mean to suggest 

The CuatrMan. I thought you folks would be interested. 

Mr. Snyper. I did not mean they were not. important. I mean, it 
mie rely heightens the interest in the hearings. 

While this experience has, in the main, been limited to price con- 
trols as they affect scrap, nevertheless, the problems are substantially 
the same as those in other fields, and the specific amendments offered 
to S. 753 and S. 1081, which are herein recommended, are based upon 


actual experiences under price control. In passing, it may be said 
that every suggestion here made is one of general legislative applica- 
bility. We wish to cauhndne that we are not here to plead for any 


special interest in any field, and we sincerely believe that these sugges- 
tions are of importance and will mat terially contribute to the fair and 
reasonable operation of the Defense Production Act, as amended by 


S. 753 or any permanent legislation which might be adopted within 
the contemplation of S. 1081. 

The value of industry advisory committees will be conceded by 
everyone. The provisions of section 404 of the Defense Production 
Act, as amended, which have now been incorporated in section 406 of 
S. 753, are most desirable. The interaction and the checks and bal- 
ances of the various interested segments of industry, and the com- 
promises and agreements reached as a result by properly constituted 
industry advisory committees, should go far toward making a ceiling- 
price regulation a fair and reasonable reflection of the economic situa- 
tion, both before and after the imposition of controls. The discus- 
sions and compromises of such committees, when properly constituted, 
should clarify the Director’s thinking so that he, acting upon his own 
initiative, can promulgate fair and reasonable regulations. 

Congress recognized the desirability of consultation with industry 
and made specific provision for such consultation in section 404 of the 
Defense Production Act. The intent of Congress, as there expressed, 

has, we believe, been deliberately ignored by the Office of Price 
Stabilization in certain instances. 
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The flouting of congressional intent, in this respect, by a price- 
control agency, is nothing new. It happened under the OPA. Asa 
matter of fact, the Director of Price Stabilization (OPS Release GPR 
548) released a report of the Attorney General stating that, under 
OPA, industry advisory committees were frequently composed pri- 
marily of the influential members of the industry, and that such com- 
mittees too often had delegated to them too much policymaking 
powers. 

Section 404 of the present act provides that the President shall 
advise and consult with and establish and utilize committees of representatives 
of persons substantially affected by regulations or orders 
The Director of Price Stabilization, implementing section 404, issued 
Price Procedural Regulation 2 and, in section 5 thereof, provided that 
the committees should be composed of representatives of ‘the seg- 
ments of the business or industry affected.” 

We are prepared to show that in two concrete instances the Office 
of Price Stabilization ignored both the congressional intent and its 
own price procedural regulation by establishing industry advisory 
committees on which there was not even one industrial producer. 
Not only that, but in the one instance, two-thirds of the committee 
was composed of middlemen, and in another instance the industry 
advisory committee was composed entirely of middlemen. 

We have a list of all the industry advisory committees on scrap, and 
to a large extent, they follow these two specific examples which we 
wish to bring to the attention of the committee. Then having done 
that, we wish to suggest some amendments to the act which we 
believe should be corrected. 

The first specific example is that of the Lron and Steel Scrap Industry 
Advisory Committee. On that Committee there were 14 members 
out of 21 who were middlemen buying iron and steel scrap from 
industrial producers, and selling same to consumers. ‘The other 7 
members consisted of 4 consuming mills and foundries, 2 railroads, and 
1 auto wrecker. 

The composition of the Committee was improper on its face due to 
the fact that there was not even one producer of industrial scrap 
represented, and the regulation, drawn as a result of consultation with 
a committee so obviously imbalanced, produced a result which might 
well have been anticipated. This result was that a ceiling-price 
regulation was issued (CPR 5) whereby the margins between the 
prices at which these middlemen were able to buy and sell such scrap 
were increased from 36 percent to 89 percent to 112 percent, respec- 
tively, over the comparable margins prevailing during the base period, 
and from 69 percent to 78 percent to 119 percent over the comparable 
margins which prevailed during the 6 months preceding the base 
period. The dollars which went to make up these excessive margins, 
as might be expected, came from the pockets of the average industrial 
producer who was not represented on such committee. Evidence 
of such facts may be found in the transcript of record in case No. 619 
in the United States Emergency Court of Appeals. Iurther proof 
of the reliability of such evidence may be found in the fact we have 
been reliably advised that since the recent exemption of iron and 
steel scrap from price control, consumer prices have remained at 
approximately those set by the ceiling-price regulation; but the mar- 
gins of the middlemen have already returned to approximately 
comparable levels with those which existed prior to price control. 
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Gentlemen, for a period of 2 years, as a result of the action taken 
under this ceiling-price regulation, these middlemen. if the e vidence 


} 


above be correct, havi operated at increesed margins of approxin ately 

$3.50 per ton In t case of grace 32, $2.50 per ton in the case of grade 
3, and $4.50 per ton in the case of grade 34, based upon. con parable 
irargins existing in the base period immediately prior to price control. 
When it is considered that at least 1 of these dealers on the industry 


advisory committee handies in excess of 200,000 tons of this scrap 


nually, and that this has gone on for 2 years, it is apparent that, if 
the evidence be correct. a dealer handIin Y this tonnage could have 
obtained excessive margins as a direct result of this regulation over 
the past 2 years aggregating approximately $1 willion to $2 million. 

The CHarrmMan. Your point is that they permitted a margin that 
was not historic, above the historical margin? 
Mr. Snyper. Y« 


The CHatRMAN. Do you think they did it knowing what thev were 


Mr. Snyper. That is a hard thing to say 
‘The CHarrRMan. This resulted in a decrease in price to the industrial 


Ir. SNyDER. Yes, sir: it did 

he CHAIRMAN. You have them in court now? 

Ir. SnypER. Yes, sit That is the case that the En ergency Court 
ol \ppeals bas held to be moot 


| have before me the list of several industry advisory comn ittees, 


l would like to supmit them for the record. ‘They are es follows: The 

Used Steel Drum ly a SUury Ads sory Committee; Used mane »-Bag 

Dealers Industry Advisory Committee; Aluminum Sera Dealers 
q 


Industry Advisory Committee; Copper, Copper Alloy, L ead, and 

. L, inen, and 
Underwear Cutting Dealers Industry Advisory Comn ittee; Wool 
Waste Material Industry Advisory Comm ittee; and the Nickel Serap 
Industry Advisory Committe 


Zine Serap Dealers Industry Advisory Committee; Cotton, 


The CuairmMan. Without objection, they will be inserted in the 
record at this poimn}t 


; ] ] ] = ° 
ihe materiai reterred to tolows 


OFF! OF PRICE STABILIZATION 
RON AND KI BR CH I D STEEI DRUM INDUSTRY ADVISORY COMMITTEE, 
PPOINTED, APRI , 19 

R. A. Cabre General Cooperage Co., 436 North Third Street, Philadelphia 23, 
Pa 

\\ al A. Christopher, Jr \cr Service & Container Co., 12800 Eaton Ave nue, 
> \ Cl 

Morris Col vice president, Newark Steel Drum Co., 1200 West Blancke 
Street, I N. J 

te) rt | Evans. Evans Coons rage Co., Post Office Box 5, Harvey, La. 


Morris Hershson, president, United States Barrel & Drum Corp., 1776 Broadway, 
Walter \. Huby rt, Hubert Barrel & Drum Co., 67 Washington Street, Somer- 
Bert il cel general manager, Kingsland Drum & Barrel Co., 308 Miller 
Isadore Levine, H. Levine Cooperage, 5400 South Soto Street, Los Angeles 58, 


igely Street, Baltimore, 30, 
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Walter Paul. treasurer. Queen Citv Barrel Co.. 1937 South Street. Cincinnati 
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Ems Het un, exe é ce pr 1 kK. Hettleman & S | 1400 
B Str saltimore 30, \id 
S.A. I ecretal Peopl & Metal Co., 5831-43 S Li I i 
1 ( cago 36, | 
H Lipkow presider reasurer, TI Atlas M ul Co., 2651 East 75th Street, 
Ch 14. Ohio 
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\ I Sf al, secreta tr r. Josep R als 54 Second 
S Philadelphia 
J | I ce pres ! ind neral manager, R Br NT Ce Inc., 
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I se a Alaska Junk ( 9903 Utah Ave Sea \ 
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Abe Goldberg, president, West Side Battery Lead Co., 21-29 East Runyon Street, 
Newark 5, N. J. 

Henry 8. Klingenstein, manager, Keystone Metal Co., 913 Berger Building, 
Pittsburgh 19, Pa. 

5. A. Levine, secretary, Peoples Iron & Metal Co., 5831-43 South Loomis Boule- 
vard, Chicago 36, Il 

Henry Lipkowitz, president, The Atlas Metal Co., 2651 East 75th Street, Cleve- 
land 4, Ohio. 

Hyman Moskowitz, Moskowitz Bros., 1205 Budd Street, Cincinnati 3, Ohio. 

Archie Rosenthal, secretary-treasurer, Joseph Rosenthal’s Sons, Inc., 1837 North 
Second Street, Philadelphia 22, Pa. 

sernard Schaenen, joint manager, Nonferrous Metal Department, Commercial 
Metals Co., P. O. Box 1046, Dallas, Tex 

Harry Schwartz, Alaska Junk Co. of Seattle, Inc., 2903 Utah Avenue, Seattle 4, 
Was! 

Leo Selig, manager, Nonferrous Metal Department, J. Solotken & Co., Ince., 
61 South Harding Street, Indianapolis 6, Ind. 

David N. Steinberg, Ladenson Metals Co., Castor Avenue, Philadelphia 34, Pa. 

J. R. Sternberg, president, Consolidated Hide & Metal Co., Inc., 353-63 Depot 
Street, Asheville, N. ¢ 


Louis L. Colen, Nathan 8. Colen & Son, Inc., 2171 East 25th St., Los Angeles 58, 
Calif 
COTTON, LINEN AND UNDERWEAR CUTTING DEALERS INDUSTRY ADVISORY COMMITTEE, 
PULP, PAPER AND PAPERBOARD BRANCH, APPOINTED, JULY 9, 1951 


H. 8S. Quicksilver, vice president, Lewin Mathes Co., 1111 Chouteau Avenue, St. 
Li Is 2, Mo. 


Ezra Frankel, Frankel Bros. & Co., Inc., Post Office Box No. 583, Rochester, 


N. ¥ 

S. Irving Lippman, vice president, P. Garvan, Inc., Drawer 299, Hartford 1, 
— 

Bert Maxman, 8S. Maxman, Southwest Corner Ritner and Swanson Streets, 
Philadelphia 48, Pa 

A. Nicoletti, D. Benedetto, Inc., 420 Lexington Avenue, New York, N. Y. 

Morris Goldsmith, 915 Snyder Avenue, Philadelphia, Pa 

Carlton B. Overton, president, Castle & Overton, Inc., 630 Fifth Avenue, Rocke- 


feller Center, New York, N. ¥ 

Joseph Schapiro, 8. Schapiro & Sons, Inc., 1600 Union Avenue, Baltimore 11, Md. 

A. Waldman, A. Waldman & Co., Inc., 102 Frost Street, Brooklyn, N. Y. 

Leonard Kushins, vice president, Federal Paper Stock Co., 4810-4820 McKissock 
Avenue, St. Louis 7, Mlo 

A. A. Silverton, A. A. Silverton & Co., 102-104 Winter Street, Holyoke, Mass. 

H. S. Quicksilver, vice president, Lewin Mathes Co., 1111 Chouteau Avenue, 
St. Louis 2, Mo 

Ezra Frankel, Frankel Bros. & Co., Inc., Post Office Box No. 583, Rochester, N. Y. 

S. Irving Lippman, vice president, P. Garvan, Inc., Drawer 299, Hartford 1, 
Conn 

Bert Maxman, 8S. Maxman, southwest corner Ritner and Swanson Streets, Phila- 
delphia 48, Pa 

A. Nicoletti, D. Benedetto, Inc., 420 Lexington Avenue, New York, N. Y. 

Morris Goldsmith, 915 Snyder Avenue, Philadelphia, Pa 

Carlton B. Overton, president, Castle & Overton, Inc., 630 Fifth Avenue, Rocke- 
feller Center, New York, N. ¥ 

Joseph Schapiro, 8. Schapiro & Sons, Inc., 1600 Union Avenue, Baltimore 11, Md. 

A. Waldman, A. Waldman & Co., Inc., 102 Frost Street, Brooklyn, N. Y. 

Leonard Kushins, vice president, Federal Paper Stock Co., 4810-4820 Mc Kissock 
Avenue, St. Louis 7, Mo. 

A. A. Silverton, A. A. Silverton & Co., 102-104 Winter Street, Holyoke, Mass. 


TEXTILE BRANCH, WOOL WASTE MATERIAL INDUSTRY ADVISORY COMMITTEE, 
APPOINTED OCTOBER 25, 1951 


Fred Bent, Forte, Dupee & Sawver, 311 Summer Street, Boston, Mass. 

James J. Dugan, president, John T. Lodge & Co., Inc., 478 Pleasant Street, 
Watertown 72, Mass 

Robert A. Hurley, Robert A. Hurley & Co., Inc., 200 Summer Street, Boston 10, 
Mass. 
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Street, Luis Kunin, A. D. Windle & Co., 200 Summer Street, Boston 10, Mass. 
! Hartley Lord, R. C. Harvey Co., Inc., Waltham, Mass. 
uilding, Henry I. Oneill, Oneill Bros., Inc., Howard and Oxford Streets, Philadelphia, Pa. 
Louis Rosenthal, New England Waste Process Co., 320 Lincoln Street, Lewiston, 
Boule- Maine. 
Benjamin Seigel, United Waste Co., Ine., 90 Milton Street, East Dedham, Mass. 
Cleve- Clarence 8. Waugh, American Woolen Co., Inc., 38 Chauncey Street, Boston, 
Mass 
10. Chester C. Wilcox, Wilcox & Company, Inc., 206 Summer Street, Boston, Mass. 
North 
NICKEL SCRAP INDUSTRY ADVISORY COMMITTEI 
nercial OCTOBER 16, 1951 


» METALS BRANCH, APPOINTED 


attle 4. Charles E. Brown, Frankel Company, Inc., 1627 West Fort Street, Detroit 16, 
Mich 
Ine., Sidney Cohen, Security Alloys Co.. Inc., 3104-56 West 49th Place, Chicago 32, IIL. 
Joel Edelstein, president, Cosmo Metal Alloys Corp., 150 Broadway, New York 7, 
N. ¥ 
B. Graff, vice president, Herman A. Graff & Sons, Inc 
Chicago 36, Il. 
Alfred J. Grunebaum, American Nickel Alloy Manufacturing Corp., Underwood 
Building, 30 Vesey Street, New York 7, N. Y. 
Walter C. Kerrigan, vice president, the International Nickel Co., Inc., 67 Wall 
street, New York 5, N. y 
Albert Kerzner, New Jersey Metals Co., 712 Rockefeller Street (Bayway 
Elizabeth 2, N. J. 
Barney L. Keywell, the Samuel G. Keywell Co., Inc., 2900 St. Jean Avenue 
Detroit 14, Mich. 
Jerome L. Klaff, H. Klaff & Co., Inc., 703 Ostend Street, Baltimore 30, Md. 
Bud Schumann, I. Schumann & Co., 4391 Bradley Road, Cleveland 9, Ohio. 
Philip G. Smith, the Philip G. Smith Co., Box 304, Lincoln Park Station, Detroit 
25, Mich. 
I. W. Wilenchik, Metallurgical Products Co., 35th & Moore Streets, Philadelphia 
15, Pa. 
H. O. Jarvis, Niagara Falls Smelting & Refining Division, Continental Copper & 
Steel Industries, Inc., 2200 2214 Elmwood Avenue, Buffalo a. N. ¥. 


1223 West 69th Street, 


"” 


’ 


Mr. Snyper. The chairman just raised an interesting point as to 
whether we were of the opinion that this was intentional. The matter 
of intent can only be measured by facts that lie behind the action. 
We thought it was perfectly proper as a matter of the protest which 
we had filed, together with the statistical evidence we had showing 
these excessive margins, to ask for the minutes of the meetings of the 
industry advisory committee. We were going before the Emergency 
Court of Appeals. We had a proper interest for a subpena. We 
asked the Director in the protest proceeding to make those minutes a 
part of the record. The Director refused. 

The CuarrMan. Did they have such minutes? 

Mr. Snyper. They did. The Director refused, saying those 
minutes were confidential. 

The CHarrMan. What did the court say? 

Mr. Snyper. The court ruled without an opinion that the Director 
did not have to produce the minutes. 

The Cuairman. Is this civil or criminal? 

Mass, Mr. Snyper. It is a civil suit to enjoin the particular price regu- 
lation. 

The Cuarrman. You might make it a conspiracy and then you 
could make it criminal and you might get the records. 

Senator SparKMAN. I don’t quite see how you could make it a 
conspiracy. 

1 10, The CuarrmMan. You might try. 
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SNYDER. So far we have been unsuccessful. We used al] 


the availabl 


methods provided in the Federal act, the general act 
iu! dl 


uncer the procedural regulations promulgated by the Director 
They seem to be perfectly clear. Certainly the Director did not 
purport to iO lo 3 on 7 ) of the Det ns Pro luction Act. whicl 
permits hin to obtain. such informatio1 

The CHarrMan. Who is the head of that agency? 


1] 
lil. 


T} 
Ir. Snyper. Mr. Joseph Free 
| 


r 


ead of the Scrap Department o1 


T shy 
he CHarrMAN. Who is the | 


Division? 


Mr. Snyper. That information I would be unable to give vou. 
Che CHAIRM re was a man at the | ee 
\I } 


f e head of that Division? 


he was formerly associated with a scrap 


VO} 


you seek the minutes? 
‘imbalance of the ind 
s resulted. That 


OPARI \ e reason I think you could not force the 
, Mr. Chairman, vou remember we had a lot of difficultv her: 
itte he setup of these advisory councils and the power, 


issuan or the reguiation was notconcitionec 


| 
A 
1 
t 


any advice of ‘ advisory council. They dic 
ectings. 
considerably about not holding meetines 
In and not takine sufficient note of what they 
n't thin it would have done you any sood 
w your point even if you had gotten the minutes 

Don’t you agré ith me? You were the lawver in the case. 

Mi SONY [ am not sure | do | had a concrete experlence 
Our chent was asked to sit in on a preliminary meeting of what we 
understood at the time pursuant to the invitation received from our 
Mr. DiSalle was to be an industry 


advisory committee meeting. 
“enator SPA! MA? The point I am making is it had no effect 
other than advisor 

Mr. Snyper. That 

Senator SpARKMAN ; | get it, the point you are making, if and 
when we do write a her . we ought to provide for the advisory 
council that wou 


wa 
an advisory council and properly 
b 


laneed in its 


Mr. SNYDER. 


/ 


ke the matter of these exc ssive 
do not lie in the field of public 
dealers in all of the testimony 
are negotiated on a sale-to-sale 
respectfully ask 1 how the Director of Price Stabilization, 
any media where he could find the published margins, could 
hese margins without the advice of the industry advisory com- 
mitter 
Senator SPARKMAN. Let me say I agree with you. I think the 
whole committee wanted to write some kind of legislation that would 
make the advisory committees real. We tried to work it out in 
here. As I recall, we had Mr. DiSalle up here and later, I think, we 
had Mr. Arnold, to discuss that particular phase of law. I am not 
arguing the desirability of it. 
Mr Snyper. I understand, sir. 
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Senator SPARKMAN. Just the law itself contained that imperfection. 

Mr. Snyper. The second specific example is that of the Used Steel 
Drum Industry Advisory Committee. On that committee, all mem- 
bers, there being 16, were middlemen buying used steel drums from 
industrial producers. 

The composition of that committee was likewise improper on its 
face due to the fact that there was not even one industrial producer 
of used steel drums represented, nor was there one consumer so 
represented. 

From the point of view of the industrial producer of used steel 
drums, these middlemen were successful in obtaining the issuance of 
a ceiling-price regulation whereby the difference in the value between 
two types of used steel drums formerly recognized in the trade was 
ignored, and whereby the ability of the industrial producer to bypass 
certain classes of middlemen and obtain higher prices for his drums 
was effectively denied by this regulation. Evidence of such facts may 
be found in the record on file with the Office of Price Stabilization, 
No. 1036-1—P. Inasmuch as used steel drums are still under price 
control, we do not have the example of the return of this industry to 
practices prevailing prior to price control. 

As in the case of iron and steel scrap, these middlemen have obtained 
increased margins aggregating substantial amounts, all at the expense 
of industrial producers of used steel drums. 

The Director is not to be so much criticized for his ignorance of the 
proper margins, for he could not have possibly known what these 
margins were. These margins were matters of knowledge amongst 
the buyers and sellers only. They were negotiated on a sale-to-sale 
basis. They were not published in the trade. What the Office of 
Price Stabilization is to be criticized for, and most severely, is its 
failure to have a representative committee which could clive the 
Director both buyers and sellers prices—the entire story. Fixing 
prices on the basis of the buyers’ advice solely is analagous to asking 
an advisor’ committee of housewives to set the price thev would like 
to pay for milk. If they were so asked they would probably say “10 
cents a quart.” 

[t was this witness’ own experience to sit in on a preliminary meeting 
of what was understood to be an industry advisory comnittee. If 
the procedure of that preliminar\ meeting was am thine like that of 
other industry advisory committees, and it is believed that it was 
representative, the need for balanced committees is clearly illustrated 
At that meeting the Lirector’s representative too’ the former NPR 
issued by OPA and said, in eifect, to those present: “What do you 
think the new figures should be?’’ 

In the matter of iron and steel scrap (CPR 5) with a committee 
composed of consumers who had no interest in the matter of margins 
on unprepared industrial iron and steel scrap, composed of railroads 
who had no interest in industrial iron and steel scrap, composed, as 
to the balance, of middlemen who were wholly interested in obtaining 
the largest possible margins, and lacking an owner-producer to say 
them nay, the result was a regulation written for the self-interest of 
the buyer at the expense of the seller. 

Likewise, with a committee on used steel drums (CPR 36) consist- 
ing wholly of middlemen, the result was a regulation written for the 
self-interest of the middlemen at the expense of the industrial producer. 
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It is realized that occasions may arise where it is impracticable for 
the Administrator to consult with industry advisory committees before 
issuing a regulation; but it is our contention that once the Director has 
determined that consultation is practicable, then, and in that event, 
he should consult with all interested segments of the economy, and 
that judicial review should be available with respect to the question 
of whether the owner-producers, the middlemen, and the consumers. 
had adequate representation. 

In section 709 of the present act, the Congress has seen fit to include 
a section requiring the Director to issue a statement that there has 
been consultation with all interested segments of the industry, or that 
special circumstances have rendered consultation impracticable. This 
requirement, however, has been completely emasculated by the further 
statement that no order shall be invalid by reason of any subsequent 
finding by judicial or other authority that such a statement is inaccur- 
ate. 

It was held by the Emergency Court of Appeals in Norman-Frank, 
Inc., et al. v. Arnall (196 F. 2d 502 (E. C. A. 1952)) that this section 
effectively removed the possibility of judicial review of the accuracy 
of any such statement of the Director. As a consequence, the re- 
quirement that the Director state that there has been consultation, 
or that circumstances render it impracticable, has been rendered a 
complete nullity. 

[t is therefore respectfully suggested that section 406 of S. 753 be 
amended by eliminating the qualifying phrase in line 18, page 51: 
‘‘, so far as practicable,” in order to make consultation mandatory 
rather than directory; and that the following clause be added before 
the period in line 21, page 51: 

“except where special circumstances have rendered such consultation impracticable 
or contrary to the interest of national defense. 

It is further suggested that immediately following this clause, there 
shall be a sentence reading, substantially, as follows: 

Any rule, regulation, order, or amendment thereto, issued under authority of this 
Act, shall be accompanied by a statament that in the formulation thereof there 
has been consultation with industry representatives, including trade association 
representatives, and that consideration has been given to their recommendations, 
or that special circumstances have rendered such consultation impracticable or 
contrary to the interest of the national defense. 

In connection with the subject of industry advisory committees, as 
utilized by the Office of Price Stabilization, we wish to point out a 
curious attitude which has been taken by that office with respect to 
the minutes and records of such committees. Under the authority of 
section 705 of the Defense Production Act, and under the authority of 
Price Procedural Regulation 2, we sought to obtain from the Office 
of Price Stabilization the records of its industry advisory committees in 
these two cases, for, from information which we had received, we have 
good reason to believe that these excessive margins were the result of 
specific advice of these loaded committees. We felt that proof of this 
advice and its source would, in conjunction with statistical evidence, 
prove that the Director had acted arbitrarily and unreasonably. The 
Director refused to bring the minutes of these industry advisory com- 
mittees into the record, contending that they were confidential. We 
filed briefs showing that the authority which the Director relied upon 
was not authority for that purpose, and showing further that this very 
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committee, and the Banking Committee of the House of Representa- 
tives, which recommended the enabling legislation under which the 
Director was acting, had not held executive sessions, but, rather, had 
held public he arings in which all interested members of the econon \ 
were given an opportunity to be heard. The Emergency Court of 
Appeals ruled, without an opinion, in favor of the Director upon such 
applic ation to have these records produc e “d in open court 

If this committee feels that the interests of the public as a whole are 
such that public hearing should be held as the basis of passing legislation, 
it would seem to follow, a fortiori, that the minutes and records of an 
industry advisory committee upon which the Director of Price Sta- 
bilization ms Ly rely in the issuance of regulations having the force of 
law, should likewise be open to public scrutiny. Why should such 
meetings be confidential? What could arise in such meetings of a 
secret nature? In fact, the contention of the Director that such 
minutes are confidential, without basing such contention upon ade- 
quate statutory authority and the Director’s resistance to open such 
meetings to a court review in proper proceeding, permits, in our 
opinion, the inference that there is some matter therein contained 
which will not stand judicie . scrutiny. We have, therefore, suggested 
that the following sentence be added at the end of section 406 of S. 753, 
namely: 

The minutes and records of such committees shall be made available in a 
proceeding before the Emergency Court of Appeals to review the denial or partial 
denial of a protest under section 410 hereof. 


We might add that this does not create any additional administra- 
tive burden or expense for the Office of Price Stabilization, inasmuch 
as full stenographic transcripts are kept of proceedings of such com- 


mittees. 

S. 753 in sections 409 and 410 make provision for review of admin- 
istrative action both before the Agency itself and, after the admuinis- 
trative remedies have been exhausted, by the Emergency Court of 
Appeals. These provisions are substantially the same as the pro- 
visions of the present act, sections 407 and 408. Our experience 
under these sections is particularly apposite. 

In the present act and in the sections of S. 753, the intent of Con- 

gress to provide for expeditious protest proceedings is evident. In- 
deed, section 409 (a) provides: 
- within a reasonable time after the filing of any protest under this section; 
but in no event more than thirty days after such filing, the President shall either 
grant or deny such protest in whole or in part, notice such protest for hearing, 
or provide an opportunity to present further evidence in connection therewithe 

In addition to this section, section 407 (d) makes provision for 
appeals to the Emergency: Court of Appeals when the Director has 
unreasonably delayed decision upon a protest. 

These provisions would seem to eliminate the too usual adminis- 
trative delays that deny one aggrieved by administrative action of 
any effective relief. This, however, is not the way it has worked out. 

‘As we have mentioned, we have prosecuted three protests through 
the Office of Price Stabilization and to the Emergency Court ‘of 
Appeals. In addition, we have examined the complete transcript 
of record of Davidson Meat Co. et al. v. Arnall, 196 F. 2d 521 
(E. C. A. 1952). In these four cases the Director followed exactly 
the same procedure. A day or two before the expiration of the 
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30-day period following the date of filing of a protest, the Director 
issues an order providing the protestant with an opportunity to pre- 
sent further evidence. By this means the Director has satisfied the 
requirements of section 407 (a), and the decision can then be issued 
almost at his leisure. In the Davidson case above mentioned, the 
decision was not issued until 8 months after the protest was filed. In 
the 3 cases we filed, the shortest period was 6% months and the 
longest 14 months, and in this latter case the decision was issued only 
after we had applied to the Emergency Court of Appeals for a rule 
on the Director. 

We micht add that, in the three protest cases we handled, we tried 
to be as understanding of the problems facing the Director as possible. 
We had numerous conferences with members of his legal staft: we 
requested, time and again, that decisions be entered in these three 
cases; and we received written assurances that such decisions would 
be entered and that there was no intention on the nart of the Office 
of Price Stabilization to withhold the decisions until the cases n ieht 


be dismissed on the ground of mootness Yet. despite our eftorts 
and the assurances of the Director’s stafi, in onlv one of these three 
cases—namely, Fldt v. Freehill—have we been able to obtain a hearing 
by the Emergency Court of Appeals on the merits. The East Ohio 
Gas Co. case was dismissed last week on the ground of mootness, 


and those who had assured us that the OPS had no intention of 
withholding a decision in this case filed the suggestion with the court 
that the case was moot. We might add, parenthetically, in connec- 
tion with that case, the OPS received extensions from the Emergency 
Court of Appeals arountine to 33 days In the third case, the 


Sunshine Biscuits case, the OPS moved for a delay in time in which 
to file their answer until April 30, at which time. obviously, the case 
wovld be moot This motion the court has denied. 


When the Director acts unreasonably or arbitrarily or without 
consideration of relevant factors or information to produce a tailored 
regulation which is unfair to an entire segment of an industry, relief 
must be available as expeditiously as possible to be real relief. When, 
as happened during OPS, the Director ‘“‘bott'es up’ review by the 
Emergency Court, a year to a year and a half after the filing of the 
protest, it constitutes delayed justice, at best. 

We respectfully suggest to the committee that, when consideration 
is given to reviev provisions, special consideration be given to obvi- 
ating the delays possible under the form of the present act. To 
accomplish this we suggest that section 409 (a) of S. 753 be amended 
by inserting the following sentence: 


when the President provides a protestant with an opportunitv to produce 
further evidence, he shall either grant or deny the protest in whole or in part within 
30 days after the day of the filing of such further evidence 


following the word “therewith” on page 53, line 17. 

In the cases of Flett v. Freehill, No. 620; The East Ohio Gas Company 
et al. v. Freehill, No. 619. and Sunshine Biscuits, Inc. v. Freehill, No. 
641 (Emergency Court of Appeals), protestants were faced with the 
problem of meeting certain findings of fact made by the Director of 
Price Stabilization to support his opinion. In general, it may be 
said that the matters found by the Director as facts were not matters 
of common knowledge, nor had they ever been published as such. 
They were essentially matters of private knowledge within a given 
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segment of an industry, and they were, at best, matters which could 
be measured by subjective rather than objective standards. 

Presumably the findings of fact made by the Director were made 
under section 407 (b) of the Defense Production Act of 1950, as 
amended. This provision permitting the President to take official 
notice of economic data and other facts is included in precisely the 
same language in section 409 (b) of S. 753, lines 22 and 23, page 53 

We are not here discussing the propriety of the Director’s opinions, 
nor the case which is still pending before the Emergency Court of 
\ppeals; but it is our contention, most strongly made, that if the Di- 
rector is able to find as facts matters which are of private knowledge 
beyond that of a protestant or are of a subjective character, and if if 
such findings by the Director are binding upon the protestant, the 
protestant has, in fact, been denied the right of due process of law. 

We readily understand why the Director, in preparing his statement 
of considerations, must be able to take official notice of economic data 
and other facts. We also readily understand how the Director must 
have a broader scope in determining facts than that normally given 
to the courts under the doctrine of judicial notice. 

We cannot understand, however, and we are confident that the 
cougressional intent, as set forth in section 409 (b) of S. 753, is not 
one of permitting the Director to find facts which protestant is unable 
to properly meet for purposes of judicial review in the Emergency 
Court of Appeals. 

We therefore earnestly suggest that the doctrine of official notice, 
so far as judicial review is concerned, be limited to such facets as 
might be conceivably included in the Director’s oy inion as_ true 
findings of fact of economic data and other facts; end we sugg-st 
that the following clause be inserted before the period in line 25, 
page 53, section 409 (b): 
but such official notice of economic data and other facts, exclusive of facts found 
by him as a result of action taken under section 705 of this act, shall be limited, 
for the purposes of judicial review, to (a) economic data and other faets of which 
Federal courts may take judicial notice, (b) economic data and other facts issued 
by governmental agencies or published in newspapers and periodicals, and (c) 
economic data and other facts which may be determined to be of general knowledge 
in trade or industry. 

I appreciate the opportunity of having appeared before you. 
Mr. Kiley, president of James Flett Organization, Inc., has one or 
two short remarks he would like to make. We hope we have been 
helpful. We have tried to make some suggestions. 

The Cuarrman. We appreciate your testimony very much. 

Our next witness will be Mr. John T. Kiley, president of the James 
Flett Organization. Mr. Kiley, you may proceed in your own way. 


STATEMENT OF JOHN T. KILEY, PRESIDENT, JAMES FLETT 
ORGANIZATION, INC. 


Mr. Kirey. My name is John T. Kiley, and | am president of 
James Flett Organization, Inc., Chicago, Ill., and executive secretary 
of the National Association of Waste-Material Producers. James 
Flett. Organization, Inc., acts as the agent for various industries in 
their production and disposition of scrap or salvage materials. Some 
well-known industries for whom it acts as agent are International 
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Business Machines, National Biscuit Co., the East Ohio Gas Co., 
R. R. Donnelley & Sons, and virtualiy all of the Bell telephone 
companies across the country. 

My remarks will be brief, in that our attorney, Mr. Snyder, has 
presented with particularity certain matters whieh we feel this ‘com- 
mittee should consider in connection with 5S. 753 and S. 1081. Let 
me say that we are not here to express any opinion on the purely 
legislative decision of whether the Congress should enact legislation 
providing for standby controls. Our purpose in appearing before 
you is to urge your committee, should it recommend passage of such a 
bill, to include in such legislation certain safeguards to cover specific 
situations where the wealth of our experience under price controls has 
convinced us that such safeguards are required to provide uniformity 
or to prevent inequity. 

In connection with the matter of industry advisory committees, 
which Mr. Snyder has outlined to you in some detail, we would like 
to have this committee know that in December of 1950, prior to the 
promulgation of any price regulations, we wrote the Director of Price 
Stabilization and offered our services in connection with the contem- 
plated promulgation of price regulations affecting the various fields of 
scrap material which we were confident would be among the first 
commod*ty items to be controlled. Lest it appear that we were 
presumptuous in so offering our services, we called the Director’s 
attention to the fact that we were the only organization, so far as we 
know, which was in a position to present the views of a large cross 
section of the industrial producers of scrap. We never received a 
reply from the Director on this offer. It has been our constant effort 
on behalf of the customers whom we represent to see that their interests 
as industrial producers of scrap have been properly protected during 
the operations of the OPS. 

We appear before this committee in all sincerity and urge this 
committee to give careful consideration to the suggestions which 
we have made with respect to the operation of industry advisory com- 
mittees, so that the Director will have the knowledge and informa- 
tion from all segments of industry on which to base his decisions as 
to fair and reasonable price regulations. 

The CuarrmMan. You think we ought to adopt standby controls? 

Mr. Kixey. I do believe so from the evidence I have heard this 
morning, and the fact that it is better to do those things deliberately 
rather than in a state of turmoil and emergency. 

Our purpose, therefore, is just to signify to you gentlemen that we 
believe some refinements can be enacted into the legislation for 
standby that will not hurt anyone but will bring about some equities 
and eliminate some of the inequities that have come about from 
previous enactments. 

The CuarrmMan. Will you excuse me? I have to go to the floor. 
I am going to try to bring up the confirmation of Mr. Burns this 
afternoon. Senator Payne will preside. In view of the fact that 
our other witness is not here, I think it would be well if we return 
at 2:30, if necessary, to hear him. 

Senator SpARKMEN. I apologize to the witness. I must go also. 

Mr. Kixey. I will be glad to answer any questions you may have. 
I want to thank you very much for the opportunity to have appeared 
before you. I hope the recommendations we have made, which are 
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merely refinements, to produce equities rather than inequities, will 
have your favorable consideration. 

Senator Payne. I want to thank you very much for appearing, 
and say to you that you folks have offered some very constructive 
ideas in this matter which is under consideration. 

If there is no one else who desires to be heard at this time, the 
committee will stand at recess. 

(Whereupon, at 11:57 a. m., the committee recessed until 10 a. m., 
Friday, March 13, 1953.) 
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FRIDAY, MARCH 13, 1953 


Unirep STarEs SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D. i 

The committee met, pursuant to recess, at 10:05 a. m., in room 301, 
Senate Office Building, Senator Homer E. Capehart, chairman, 
presiding. 

Present: Senators Capehart, Bush, Payne, Goldwater, Frear, 
Dovglas, and Lehman 

The CuarrmMan. The committee will come to order. Through the 
courtesy of Mr. Carey, Mr. Lazarus will be our first witness. Mr. 
Lazarus is a member of the Research and Policy Committee of the 
Committee for Economic Development. Mr. Carey, of the Congress 
of Industrial Organizations, will follow Mr. Lazarus. 

You have a statement, do you not, Mr. Lazarus? 

Mr. Lazarus. Yes. 

The CHatrMan. Do you prefer to read that statement? 

Mr. Lazarus. I would like to read it first, and then submit to 
any questions 

The CuarrMan. You may proceed in your own way. 


STATEMENT OF FRED LAZARUS, JR., CHAIRMAN, SUBCOMMITTEE 
ON CONTROLS OF THE RESEARCH AND POLICY COMMITTEE, 
COMMITTEE FOR ECONOMIC DEVELOPMENT 


Mr. Lazarus. My name is Fred Lazarus, Jr. I am president of 
Federated Department Stores, Inc., and chairman of the subcommittee 
on controls of the research and policy committee of the Committee 
for Economic Development. The Committee for Economic Develop- 
ment is a private, nonpolitical organization of businessmen formed to 
study and report on the problems of achieving and maintaining a 
high level of employment and production within a free economy. 
its research and policy committee issues, from time to time, statements 
on national policy containing recommendations for action which, in 
the committee’s judgment, will contribute to maintining productive 
employment and a rising standard of living. A list of members of 
the CED research and policy committee is attached. I appreciate the 
opportunity to present to vour committee the views of the research 
and policy committee of CED on direct controls. I shall confine 
my testimony to the question of price and wage controls. 

The research and policy committee of the CED believes that the 
prompt termination of price and wage controls is essential. We 
believe that the authority for the imposition and maintenance of 
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these controls should be allowed to expire on April 30. It would be 
undesirable, in our opinion, to continue price and wage control 
authority on any standby basis. We believe, however, that a pro- 
vision should be included in the Defense Production Act stating that, 
in the event of a serious inflationary crisis such as that brought on 
by an all-out mobilization or all-out war, the President may be 
authorized by joint resolution of Congress to impose a 90-day freeze 
of all prices and wages. We believe that the Nation should he 
prepared to meet the problems of economic stabilization that will 
arise in such an emergency situation, and that there should be an 
effective agency in the Government charged with devising plans to 
meet such an emergency. 

The CHarrMANn. Will you yield one moment? In case of an all-out 
emergency, you feel we immediately ought to freeze prices, wages, and 
rents? 

Mr. Lazarus. That is right. 

The CuarrmMan. And then proceed to hold the status quo until such 
time as the Congress can decide what ought to be done? 

Mr. Lazarus. That is right. 

The Cnarrman. What kind of controls ought to be imposed, if any? 


You do not want the President to do this; you want the Congress to 
do it 


Mr. Lazarus. By joint resolution. 

The CuarrmMan. If Congress is not in session, you want them called 
into session? 

Mr. Lazarus. Yes. We explain that further in this document, 
Senator. 

The CHarrMAN. You want the Congress called into session? 

Mr. Lazarus. That is right. 

The CHarrMan. You are not concerned with the delay? 

Mr. Lazarus. I don’t think we would be concerned with the delay 
under circumstances of that kind, as we are trying to explain in the 
document. 

The CuarrMAN. You say, also, there should be an effective agency 
in the Government charged with devising plans to meet such an emer- 
gency. 

Mr. Lazarus. That is right. 

The CHarrMAN. That would take legislation. 

Mr. Lazarus. We think not. May I give the explanation? It is 
here in the paper. 

The CHarrMaANn. You think there is sufficient legislation to do it, 
that the Government ought to do it under existing legislation? 

Mr. Lazarus. That is right. 

The CHAIRMAN. You may proceed. 

Mr. Lazarus. In June 1952, the CED recommended that price and 
wage control be terminated by the end of that year. We continue to 
believe that prompt termination of controls is essential, and we are 
pleased that decontrol is at least almost accomplished. Price and 
wage controls are inappropriate for the control of inflation, except 
during a sudden emergency such as might arise from an all-out mobili- 
zation or an all-out war. No such emergency now exists. 

For almost 2 years there has been no inflationary pressure. In 
November 1952, the most recent month for which we have detailed 
figures, the wholesale prices of commodities accounting for 86 percent 
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of total wholesale trade were below their peak post-Korean levels. 
Since November, there has been a further decline in wholesale prices. 
For retail prices, the situation is similar, although not so striking, since 
retail prices have not yet fully reflected declines et wholesale; similarly, 
they lag behind when wholesale prices increase. Last November, items 
in the Consumers’ Price Index with a weight in the index of almost 50 
percent were selling below their 1951—52 peaks. 

When almost nine-tenths of wholesale trade and almost half of 
retail trade in cost-of-living items is being carried on below peak prices, 
there is surely no inflationar v emergency. 

Nor do we believe that the removal of price controls has been the 
signal for increases in prices. Few price increases have resulted from 
the decontrol actions taken to date. Some individual prices which 
have been pressing against their ceilings have risen when controls were 
removed, but this has been exceptional. 

Not only is price control unnecessary, but the experience of the 
recent wage control program is a clear indication that wage control 
is not a satisfactory way to control the levels of wage rates. Wage 
rates can best be set through the process of collective bargaining 
without the intervention of government, except in such great emer- 
gencies as I have mentioned. 

Another reason for our opposition to the extension of price and 
wage control authority is our objection to the recent system of price 
and wage controls. We believe that this system was unfair to large 
sections of the economy and that it had many other flaws, both of 
an intrinsic nature and in matters.of administration. Our principal 
objection was that it applied fundamentally different standards of 
control—or absence of control—to different classes of prices, without 
any apparent reasons for the differential treatment other than political 
reasons. In this half-frozen, half-flexible system, the prices that 
were flexible were generally prices that are elements in producers’ 
costs—wage rates, agricultural prices and imported raw material 
prices. The attempt to hold the line was made mainly at the finished- 
goods level. The inevitable result of such a policy is an arbitrary 
and uneven narrowing of margins between business costs and prices. 
Such a system is grossly unfair, Moreover, it tended to distort the 
pattern of production and to impair production incentives. We have 
previously stated in detail our objections to this program, and we 
proposed in 1951 a system of controls that we believe would have 
been more equitable and effective as long as we were forced to live 
with controls under partial mobilization. 

The CED urges that the wage- and price-control provisions of the 
Defense Production Act be permitted to expire on April 30. 

The price- and wage-control legislation now in effect was designed 
for a particular emergency under a particular set of circumstances. 
If an emergency should develop in the future, the present legislation 
might well be inappropriate to meet it. One of the proposals now 
before your committee is not only modeled after the Defense Produc- 
tion Act, but it would also incor porate in legislation many procedures 
instituted by administrative action under the act. For this reason, 
we feel that the price- and wage-control provisions of this bill, if 
enacted, would lead to the same sort of control system as has existed 
for the past 2 years. I have indicated the CED’s vigorous opposition 
to this system. 
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Another proposal before your committee proposes a 90-day freeze 
of prices and wages in the event of an emergency. The CED is 
interested in this proposal because we earlier proposed a 90-day 
freeze provision to take the place of the price and wage section of the 
Defense Production Act 

The 90-day freeze proposal before your committee is in many 
respects similar to the CED proposal. It would not require the 
preservation of an elaborate structure of control machinery, and 
would avoid the difficulty of maintaining competent staffs in inactive 
control agencies. Moreover, upon the expiration of a freeze, the 
decision as to whether control authority should be extended would 
have to be made by Congress. 

The CED’s 90-day freeze proposal was made in June 1952, and 
we take this opportunity to make it again. We recommended that 
Congress indicate its intention to authorize the President, by joint 
resolution, to impose a 90-day freeze of all wages and prices 


The CuarrmMan. Would you yield there a moment? It is not quite 
clear to me how you would do that. The Congress has the right to 
do that anyway. I don’t know whether it would be constitutional 


yr not for the Congress now to pass a law saying that at a certain time 
the Congress must do the thing you are recommending. 

I do not know whether it would be constitutional to pass a law 
saying they must do it, and also whether we could write into the law a 
limitation of debate, or that we could write into the law that we could 
not amend it when it appeared on the floor. Otherwise, if Congress 
is out of session, you would call them into special session to do this 
thing. The President would have the right to do it. Any Senator 
would have the right or any Congressman would have the right to 
offer amendments, and in the Senate, to unlimited debate. 

The thing we are trying to avoid is that delay of 24 hours, 48 hours, 
or 72 hours or 1 week, in which we get our hysteria and our hoarding 
and our increase in prices and have the disruption of the price structure 
in the economy 

I do not see any way you could bind the Congress to act, other than 
in the normal way of offering amendments and holding hearings with 
unlimited debate and delay. I do not mean unnecessary delays. 
I mean it is just the procedure. 

S. 1081, of course, does the reverse. We would pass a bill permitting 
the President to freeze prices for 90 days and then the Congress would 
be called into session, and if they do not think the freeze is necessary 
the second day in session, if they wanted to, by concurrent resolution, 
they could veto the action of the President. 

[ gather from your statement that vou feel some legislation to 
enable us to freeze them quickly is necessary. You also feel that we 
ought to have some sort of organization that would get ready and be 
prepared for such an emergency. 

Mr. Lazarus. That is correct. We differ with the—— 

The Cuarrman. Where you and I differ is that you are reeommend- 
ing the Congress do the job after the emergency occurs, and I am 
recommending the Congress now give the President the right to do 
the job imme dis itely and then Congress go into action and either veto 
what the President has done or agree with him, and then proceed to 
do what they think is necessary. 

Of course, I have had more experience with Congress than maybe 
you have had on delays, and so forth. 
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Senator Payne. I may be incorrect, but as I read this statement, 
Mr. Lazarus, you are making the very specific recommendation on 
the part of CED, that the Congress does under the present situation 
give to the President the authority to impose a freeze if an emergency, 
an international crisis, appears and it looks as if we are going to get 
into an infle ationary period. 

The CuarrMan. | think the only argument at the moment is the 
degree, whether the Congress will do it or the President. 1 think we 
are all agreed it ought to be done quickly. I think we are all agreed 
that a certain amount of preparation ought to be made by the Govern- 
ment in case we do get into a big emergency. 

The question is whether it ought to be handled by existing agencies 
or a new agency created. My position has always been, and still is, 
that we ought to do it, and that we ought to get together as govern- 
ment and business and labor and agriculture and agree on a principle 
and then proceed to write what is in the best interests of the country. 

Senator Bush, will you preside for a few minutes? I have about 
40 people in my office. I will be back in about 10 minutes, maybe 
less. 

Mr. Lazarus. I am anxious to bring to your attention, Senator 
Capehart, certain of the recommendations which we make that touch 
on this situation. 

The CuarrMan. I think vou are doing that in your statement. 

Senator Lenman. As I see it, the only difference in your proposal 
and that made by the chairman is that you say you recommend 
Congress indicate its intention to authorize the President by joint 
resolution. That would require affirmative action on the part of 
Congress, before the President even could consider it. That might 
mean a considerable delay. 5S. 1081 is an indication by Congress, 
during this session, let us say, that the President has the authority 
in the event of an emergency. 

Mr. Lazarus. I think you will see, Senator Lehman, as we go 
forward with our proposal, that we believe the declaration for an 
all-out freeze is really the economic accompaniment of an action that 
ealls for full mobilization or declaration of war, in which the Congress 
would be called together anyway. We also make certain suggestions 
as to the date upon which the freeze should become effective, which 
we think covers some part of these points. 

If I may, I would like to finish the statement first, and then have 
the other questions raised afterward. 

The CED’s 90-day freeze proposal was made in June 1952, and we 
take this opportunity to make it again. We recommended that 
Congress indicate its intention to authorize the President, by joint 
resolution, to impose a 90-day freeze of all wages and prices if an 
international crisis, such as the outbreak of war, led to an inflationary 
panic. Such a freeze would prevent any sudden rise of prices occa- 
sioned by a serious international crisis from gaining headway. 

l want to make it clear that the CED envisions this recommended 
provision as one which would be acted upon only in a truly serious 
emergency with which the indirect measures for controlling inflation 
are cle arly unable to cope é alone. Such a situation would occur only 
if a great increase in military production shall have taken place, with 
accompanying shortages and economic distortions. Unless war 
breaks out or is clearly imminent, there is little danger of inflation 
serious enough to justify the use of price and wage controls. 
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Under the CED proposal, the prices of all products at all stages of 
production, services, and all wages and salaries would be frozen. 
Agricultural prices and other prices that were exempted from control 
by the Defense Production Act should be included in the freeze. 
Since the prices of what farmers buy would be frozen, the prices they 
receive should also be held. During the period of the freeze, there 
would be no hardship adjustment, for if any changes were permitted, 
they would have repercussions throughout the economy. A period of 
90 days is short enough so that serious hardships would not become 
weneopes ad. The extent of the freeze does not appear to be clearly 

t forth in the proposal before your committee. 

We believe that enforcement of a 90-day freeze would be relatively 
simple. Ceilings would be generally known to buyers and, to a great 
extent, the pe ople themselves could enforce the maintenance of prices. 

There is, in my opinion, a feature of the 90-day freeze proposal that 
merits further consideration. The setting of ceilings on the basis of 
prices prevailing on the business day preceding the imposition of a 
freeze, as provided in the bill, may enable some prices and wages to 
be raised in the inevitable period of discussion that will precede the 
freeze. Such anticipatory increases could, in my opinion, be discour- 
aged by allowing somewhat more leeway in the choice of the base 
date. By predating the freeze, the equilibrium of the price structure 
would be preserved during the freeze period. 

Despite their similarities, there is a fundamental difference between 
the CED’s 90-day freeze proposal and that before your committee. 
S. 1081 is a proposal for standby controls, for it would establish 
continuing Presidential authority to impose the freeze. 

Under the CED proposal, unlike standby controls, no control 
authority would exist unless Congress, by joint resolution, granted 
it at a time when serious emergency actually existed. Moreover, 
no control machinery, designed for a particular emergency that no 
longer exists, would be available for use at the discretion of the 
President. We have every confidence in the President. But a 
declaration of war must be sanctioned by Congress. The imposition 
of price and wage controls also constitutes a fundamental departure 
from our normal way of life. It can only be justified as the economic 
accompaniment of a decision for all-out mobilization or all-out war. 
The decision to impose price and wage controls should rest with the 
legislative as well as the administrative branch of the Government. 

Senator Buss (presiding). May Ll ask one question? The proposal 
then, that you make, is not a law or an enactment by the Congress; 
it is just something to be considered when something happens? 

Mr. Lazarus. Yes, that is right. It is a resolution of intent. 

Senator Busu. So there is no legislation or resolution recommended 
after the expiration of controls? 

Mr. Lazarus. Yes, I think there is. We would suggest a resolution 
= that if this Congress were faced with the alternatives that 

“ame from all-out mobilization or a declaration of war it would 
part a 90-day freeze along the line which we have suggested. 

It would recommend to any future Congress a similar action. 
After all, this Congress will have had a very close association with 
all of the economic factors that have arisen out of the imposition of 
freezes and the imposition of controls and the relaxation of controls. 
So a resolution of intent of that kind might be exceedingly persuasive 
and very valuable. 
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The necessity of obtaining congressional sanction of a price-wage 
freeze would not be a delaying influence. The urgency of the situa- 
tion would be c lear, and the policy y of Congress will already have been 
established. If Congress is in session, it could very quickly provide 
simple authority for a 90-day freeze over all commodities, services, 
and wages. If not in session, Congress could be called back quickly 
to deal with controls and other matters connected with the emergency. 

Our proposal would afford protection against an inflationary panic 
without necessitating the maintenance of control authority or a 
standby agency on the offchance that such a panic will occur. It 
would indicate the intent of Congress in the event that an inter- 
national crisis should occur and touch off a serious inflationary emer- 
gency. If prices and wages were frozen for 90 days, there would be 
ample time for the drafting and passage of a control law specifically 
designed for the emergency at hand. But I should like to emphasize 
that it is quite possible that Congress and the President would con- 
clude that control authority need not be extended beyond the 3-month 
period of the freeze. 

In these uncertain times, there is always a possibility that war will 
break out or that our defense effort will have to be greatly expanded. 
This might touch off a wave of consumer and business buying. Sucha 
panic is caused as much by the fear of wartime shortages as of higher 
prices in the future; war or the fear of war is one of the essential in- 
moon nts of this sort of inflation. When such a sudden and drastic 

eappraisal of the future by the public occurs, there may be a place 
for price and wage controls or other drastic direct control measures. 

But we can see no justification for the continuation of control 
authority on a standby basis. Standby controls exemplify the very 
danger that we have consistently warned against: the danger of 
growing dependence on direct Government control of the economy. 
If the authority to reimpose controls exists, it is all too likely to cause 
pressure for its use on occasions when it is not necessary. 

The American economy has an enormously increased productive 
machine. It is capable of colossal output. It works best without 
direct controls. Its freedom should not be impaired except under 
extraordinary conditions when a very much larger part of its capa- 
cities must be allocated to the purposes of defense than we now 
contemplate. 

We believe that Government has great responsibilities for promoting 
economic stability. But in our opinion, tax, expenditure, monetary, 
and debt management policies are the most appropriate Govern- 
ment instruments for discharging these responsibilities, and they have 
been effectively used during the past 2 years. These policies provide 
an economic climate conductive to stability without sacrificing the 
freedom of the economy, without preventing the economy “from 
functioning smoothly, and without impeding its growth. It is pre- 
cisely because these ‘indirect controls”’ leave the market free to operate 
that we have advocated their vigorous application. 

As long as the threat of war or of some other very grave emergency 
remains, we must be prepared to meet it. The Nation’s record of 
planning for national security has left much to be desired. In 1949, 
the CED presented in a policy statement its views on how existing 
procedures and agencies for preparing to meet an acute emergency 
could be substantially strengthened. No less important than readi- 
ness to meet a military emergency is readiness to meet an economic 
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emergency, for both military and economic defenses are essential to 
our national security. 

The National Security Resources Board is charged by law with the 
responsibility for devising plans to meet the economic problems of a 
defense economy ora war. We hclieve that the NSRB, or some other 
properly designated for this purpose, should work out a number of 
detailed plans for dealing with alternative acute emergency situations 
in any form in which they may arise. It should periodically report 
on its work to Congress and the President 

The agency should examine all of the instruments available for use 
in a variety of inflationary situations. It should indicate the condi- 
tions under which each instrument should be emploved and the extent 
0 which reliance should be placed upon each. The agency should be 
guided in its work by the principle that indirect controls are the funda- 
meatal instruments for the control of inflation and that direct controls 
are only supplementary measures for use in great emergencies. The 
agency should specify the fiscal, monetary and credit powers that 
should be used in a variety of war-created inflationary situations. It 
should specify also the types, if any, of direct controls that should be 
used, and the form of control organization. The agency, in reaching 
its conclusions, should consult with private groups concerned with the 
problems of economic stabilization. 

It is impossible to anticipate the exact nature of an emergency that 
might arise in the future. But the task of setting up appropriate 
countermeasures will be greatly speeded and simplified if a broad 
range of possibilities has been previously considered by the agency 
responsible for economic preparedness. If we are prepared to meet 
emergencies, emergency actions need not be hastily determined and 
loosely executed. This is an essential part of long-range planning. 

The CHarrman. Will you yield just one moment? That is my 
position 100 percent and that is the purpose of these hearings and the 
purpose of the legislation. It is to do exactly what you have indicated 
in the last two paragraphs. 

Mr. Lazarus. Done by whom, Senator? 

The CHarrMan. We seem to agree on who would do it, but we 
seem to disagree on the degree, whether the President should have 
the right to do it quickly, or whether you want to wait on the action 
of the Congress. I think those are the only two points of difference 
between your position and my position. 

Mr. Lazarus. I think that is true. The other paragraph is simply 
a generalization. 

Only if we are ready to meet national emergencies will we be able 
to avoid the emotionalism, haste, and confusion that hinder effective 
action in dealing with them when they occur. Only if we are prepared 
to meet recurring crises will we be able to avoid the gradual weakening 
of our free institutions. 

As I mentioned earlier, I have here a list of the members of the 
Research and Policy Committee which I would like to submit for the 
record. 

The CuarrMan. Without objection, it will be made a part of the 
record at this point. 

(The material referred to follows:) 
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RESEARCH AND Pouicy COMMITTEE OF THE COMMITTEE FOR Econom 
DEVELOPMENT 


Frazar B. Wilde, chairman; president, Connecticut General Life Insurance Co., 
Hartford, Conn 
J. Cameron Thomson, vice chairman; president, Northwest Bancorporatiot 

Minneapolis, Minn 
Elliott V. Bell, chairman of the executive committee, McGraw-Hill Publishing 

Co., Ine., New York, N. Y. 

John D. Biggers, president, Libbey-Owens-Ford Glass Co., Toledo, Ohio 

James F. Brownlee, partner, J. H. Whitney & Co., New York, N. ¥ 

Charles 8. Cheston, Philadelphia, Pa 

S. Bayard Colgate, honorary chairman of the board, Colgate-Palmolive-Peet Co., 

New York, N Y 
S. Sloan Colt, president, Bankers Trust Co., New York, N. ¥ 
Gardner Cowles, president, Des Moines Register and Tribune and Cowles Maga- 

zines, Inc., New York, N. Y 
Jay E. Crane, vice president, Standard Oil Co. (New Jersey), New York, N. Y. 
Harlow H. Curtice, presider.t, General Metors Corp., Detroit, Mich. 

D. W. Figgis, director and former chairman of the board, American Can Co., 

New York, N. Y. 

Clarence Francis, chairman of the board, General Foods Corp., New York, N. Y. 
Philip L. Graham, president and publisher, The Washington Post, Washington, 

D. C. 

Robert Heller, president, Robert Heller & Associates, 11 Cleveland, Ohio 

Amory Houghton, chairman of the board, Corning Glass Works, Corning, N \ 

Thoinas Roy Jones, president, Daystrom, Inc., Elizabeth, N. J 

Ernest Kanzler, chairman of the board, Universal C. I. T. Credit Corp., Detroit 
Mich. 

Meyer Kestnbaum, president, Hart Schaffner & Marx, Chicago, III 

Sigurd S. Larmon, president, Young & Rubicam, Inc., New York, N. ¥ 

toy E. Larsen, president, Time, Inc., New York, N. Y. 

Fred Lazarus, Jr., president, Federated Department Stores, Inc., Cincinnati, 

Ohio 
Leroy A. Lincoln, chairman of the board, Metropolitan Life Insurance Co., New 

York, N. ¥ 
Thomas B. McCabe, preside nt, Seott Paper Co., Chester, Pa 
Fowler MeCormick, Scottsdale, Ariz. 

Don G. Mitchell, president, Sylvania Electric Products, Inc., New York, N. ¥ 
George L. Morrison, chairman of the board and president, General Raking Co., 

New York, N. Y. 

Howard C. Petersen, president, Fidelity Philadelphia Trust Co., Philadelphia, 

Pa 
Philip D. Reed, chairman of the board, General Electric Co., New York, N. Y 
Nelson A. Rockefeller, New York, N. Y 
Beardsley Ruml, New York, N. Y. 

Harry Scherman, chairman of the board, Book-of-the-Month Club, Ine,, Ney 

York, N. Y. 
8S. Abbot Smith, president, Thomas Strahan Co., Chelsea, Mass 
H. Christian Sonne, chairman of the board, Amsinek, Sonne & Co., New York 

N.Y 
Alan H. Temple, executive vice president, the National City Bank of New York, 

New York, N. Y. 

Theodore 0. Yntema, vice president, finance, Ford Motor Co., Dearborn, Mich. 
J. D. Zellerbach, president, Crown Zellerbach Corp., San Francisco, Calif. 

The CHarrmMan. We have had witness after witness before us who 
has been complaining about the inequities and the bad administration 
of the OPA and OPS. That is the very thing we are trying to avoid, 
if and when we have this big emergency, bv plaaning ta advance and 
giving industry and the people with practical experience the oppor- 
tunity to come in and prepare and write rules and regulations under 
which they know they can operate in the best interests of the country, 
rather than wait until the emergency strikes and then hastily and 
under pressure write @ law and the administration write rules and 
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regulations which are not properly considered, and get personnel that, 
first, do not know what they are going to do under the pressure of 
conditions and, second, to eliminate bad personnel, which I think it 
is very important to do. 

Mr. Lazarus. We differ from that to this extent only, Senator. 
We believe any personnel that would be brought in at the present 
time would need to associate themselves with the definite experiences 
of the type of laws and of administrative rulings that have been laid 
down in OPS and previously in OPA. We think those rules and 
procedures were bad. We believe we are better off starting over 
again. 

We think that the National Security Resources Board, or some 
other agency of that type, which is named to go ahead and figure out 
in advance the various alternative situations that might face the 
country and in which certain proportions of the economy would be 
used for defense, could prepare such a statement of policy. 

The CHarrman. That is what I have been endeavoring to do, to get 
labor, business, and Government interested in a principle, that we 
ought to prepare. I have been trying to get them to sit down with us 
and work out the best method of doing it, whether it should be a 
separate organization, whether it should be the National Security 
Resources Board, the Department of Commerce. How far we should 
go are questions that I think we can only decide when we decide on the 
principle that we want to do it. Unfortunately, I would say up to 
this time we have had too many people who have been against doing 
anything, which has made it rather difficult to get down to doing what 
I call a constructive job on a principle that I feel you and I agree, and 
your organization, ought to be done. 

Mr. Lazarus. That is correct. We agree fully with the objective. 

The Cuarrman. This is no particular hobby of mine. I do not 
particularly care who does it, as long as it is done. I think that is 
true of every member of the committee. I think we are all agreed we 
ought to do something; at least, we ought to be thinking about the 
matter. There are those, of course, who believe the Congress ought 
to pull the trigger. I certainly have no quarrel with that position. 
They have a perfect right to do it. 

My position is that, if you get this big emergency, too much harm 
is done before Congress can and might do it. 

Mr. Lazarus. You were not here, Senator, when the suggestion 
vas made in this statement that in the event Congress was not in 
session there might be some justification for predating a freeze before 
discussions that would lead up to it made the freeze imperative. 

The Cuatrman. In other words, Congress might pass a resolution 
freezing it, say, 2 weeks back? 

Mr. Lazarus. Yes, or a month back. Because, even if the Presi- 
dent would invoke a freeze, there would surely have been a good many 
conditions that might lead up to—— 

The Cuatrrman. We gave a lot of thought to that when we were 
preparing this legislation. The trouble with it, 1 think, is it is just 
amperes to roll prices back. Once you get your economy out of 

balance, it is awfully hard to roll it back. Of course, the further you 
try to roll it back the worse the situation is. 

Mr. Lazarus. I do not think you can go back too far, 
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Then, the other point I think we wanted to make in our testimony 
is in relation to the very important necessity of freezing all prices 
and wages. That needs to go across the board. The lawyers who 
have examined S. 1081 are of the opinion—this is not my opinion, 
because I would not be able to read it with care—that that is not made 
sufficiently clear 

The Cuarroan. If the language is not, we certainly want it to be. 

Mr. Lazarus. I just wanted to call it to your attention. 

The CuHarrMAN. Jt is almost impossible to write a law the first 
time and get it just the way you want it. 

Senator Leaman. Although I am inclined to support S. 753, in the 
belief that we should have standby control machinery arranged for, 
I can understand your opposition to it, which is the same position 
that a great many people have taken who have appeared before this 
committee. 

Frankly, I do not follow your opposition to S. 1081, because you 
seem to me, following your testimony, to think that no action should 
be taken in this matter save under war conditions that are actually 
existing. 

You refer to a ‘‘declaration of war’? which must be sanctioned by 
Congress. As a matter of fact, there has never been a declaration of 
war in connection with the fight we are carrying on through the 
United Nations, of which we are a part, in Korea. 

Yet, I believe the greatest damage that this country suffered, con- 
sumers and industry, was during the early period after hostilities had 
commenced in Korea. As you recall, hostilities commenced on June 
25, 1950. Congress did not act, did not give any authority whatso- 
ever to the President, until nearly 11 weeks had passed, on September 
8, 1950. Thereafter, it took 4 or 5 months to set up adequate 
machinery. 

In the meantime, as you recall, the prices of all commodities went 
up very, very sharply. I believe action should have been taken that 
very day to freeze prices. I can assure you, from my experience, 
which is not as great as that of the chairman, it is now 4 years in the 
Senate, I know you cannot get action save under the most urgent, 
most emergency circumstances from Congress within any reasonable 
time. 

Under your proposal, Congress would first have to determine 
whether a situation existed, and then they would have to determine 
what kind of powers they wanted to give to the President. There 
might be a delay of weeks, if not months, before that could be done, 
and in the meantime the spiral would go up and up and up and affect, 
everything. I think it would be a very hazardous thing. 

We know in the First World War the great increase 1 the cost of 
living occurred in the few months after the declaration of war and 
before adequate machinery for controls could be set up. Thereafter, 
the advances were relatively slight. That is true after the Korean 
hostilities commenced. The great increase in prices took place in 
the first few months. After we set up machinery, which may not 
have been adequate—I think it was set up with more delay than was 
necessary, possibly—there were some increases in prices; but those 
increases were very, very small. 
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I do not see why you should object to it, because if the President 
invokes a freeze, and it is found not necessary, Congress can rescind 
that action on the part of the President as promptly as it is willing 
to act. 

Aside from that, if the emergency is not sufficiently great so that 
prices will advance,then nobody has been very seriously hurt by the 
action of the President, and prices probably would remain stationary. 

Mr. Lazarus. Senator, I would like to answer that. The CED 
takes its position with regard to standby controls, I think, largely on 
principle. It is not any question concerning trust of the P1 esident 
or trust of the administrative officers of the Government. We 
believe controls should not be part of the American economy. We 
think they are a mistake. We think they ought to be used only in 
the period of an abrupt and grave emergency. I do not think, again, 
that the experience of Korea, if carried out again, would ever have the 
same sort of result as far as the people of this country are concerned, 
because they, and business people, too, including the retailers, of 
which I am a part, were also responsible. They were buying goods 
in quantity because they believed enormous scarcities would exist 
and because they had not properly appraised the tremendous produc- 
tive capacity of the economy to take care of both greatly enlarged 
inventories on the part of consumers and on the part of all business, 
and the use of goods that were going on during that time. 

So, prices went up higher and then came down again, insofar as 
the availability of goods was concerned. In World War II, the 
difficulty continued about price control and its inappropriateness. 
Over a long period of time under controls certain prices that become 
the components of other prices are allowed to advance, and then you 
try to freeze the top price. You get nowhere, because you do not 
really freeze a price. When a person cannot make an article profit- 
ably any more, he makes a substitute article which is poorer in 
quality than the one he previously made; and no control authority 
under the sun could possibly detect it or take care of it or change it. 

We had plenty of examples of that in World War II when we said 
prices didn’t advance. Intrinsically, they did advance. On the 
record, they did not advance, but in the other way they did advance. 
It is to guard against that re we are making this recommendation. 

I will agree with Senator Capehart and you with regard to the 
CED proposal—and this proposal differs only in the particular 
respect, that Congress is going to make it—that it would be of creat 
advantage to the economy of the country if it were put on notice 
that in the event of an emergency there is going to be an all-out 
freeze. Not only would this affect the price ~ each person charges 
today but a manufacturer, a retailer, a wage earner, or everybody 
else would know that the prices which he coe to pay are going to 
be no larger in proportion than the prices which he gets, which becomes 
a very important consideration. 

The Cuarrman. You think that is very necessary? 

Mr. Lazarus. | think that is very necessary. 

The Cuarrman. In other words, that the people be put on notice, 
if we get into an emergency, that the prices they charge are going 
to remain the same, and that the things the ‘vy are going to buy are 
going to remain the same? 
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Mr. Lazarus. Yes, and that is the fundamental reason CED has 
made this point. 

The CuarrMan. That is exactly my position. That is what I am 
trying to do, and that is true of this committee. That is why we are 
taking the long hours to go into the matter. I do not think we dis- 
agree on the principle, but only on methods. 

Mr. Lazarus. That is right. 

Senator Busn. | just want to make sure 1 understand. You are 
opposed to both of these bills? 

Mr. Lazarus. We are opposed to S. 753, strongly, and we are 
opposed to S. 1081 in the particular details that 1 have mentioned, 
Senator Bush. 

Senator Busu. You do not propose any specific legislation to be 
enacted by the Congress before April 30, in view of the expiration of 
controls? 

Mr. Lazarus. Yes, we have a proposed resolution. 

Senator Busu. I think it would be helpful to us if you would 
formulate that for us. 

Mr. Lazarus. I will be glad to do that, on my own. The CED 
cannot do it. 

Senator Busu. It would be helpful to have that for the committee. 

Mr. Lazarus. Thank you. 

The CuarrmMan. The best we could do under those circumstances 
would be just to write a resolution to be presented to the Congress 
in case of an emergency, which would not preclude anyone from 
amending it. It would not preclude anyone from insisting on hear- 
ings, which would not preclude anyone from debating it, and would 
not preclude any of the normal delays which you have in legislation. 

Mr. Lazarus. I think that a resolution of the sort that CED 
recommends would incorporate two things, ene 

It would incorporate first the statement by the Congress that in 
the event of an emergency they believe this freeze action would be 
necessary. At the same time it would direct an appropriate agency- 
under the law this job would belong to the National Security R esources 
Board—to proceed immediately to study the alternative plans under 
which controls could properly be exercised in the event of an emer- 
gency. 

Senator Busn. It would actually be a resolution of intent? 

Mr. Lazarus. That is correct, Senator. 

Senator Busu. I would like very much to see such a resolution, a 
proposal in writing, to formulate that ides 

(The following was received in response to the above: 

Marcu 16, 1953 
Senator Prescott Busn, 
Senate Office Building, Washington, D. ( 

My Dear Senator: Enclosed is a draft of a joint resolution which is intended 
to carry out the suggestions made in my testimony before the Senate Panking 
and Currency Committee on March 13. I am happy to comply with the request 
to submit for your consideration such a proposal. 

Although this draft is designed to make effective the recommendations con- 
tained in my statement to your committee, I should like to emphasize that it 
should not be considered as an official proposal of the Committee for Economic 
Development. Iam sure you understand that while the CED is vitally interested 
in submitting analyses and recommendations of policy in its fields of interest, it 
does not sponsor specific legislative proposals. 
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I am submitting this draft for your consideration and that of the other members 
of the committee. I have no desire that it be made part of the record, although 


I leave to you the decisions as to this. I should be most happy to discuss this 
matter with you further at your convenience. 
Sincerely, 


Frep Lazarus, Jr. 


JOINT RESOLUTION To provide for the protection of the national economy against sharp inflation in 
the event of an acute emergency 


Resolved by the Senate and House of Representatives of the United States of 
America in Congress assembled, That: 

SEecTION 1. In the event that an acute emergency shall arise, such as all-out war 
or total mobi:ization, justifying the imposition of direct controls and threatening 
the Nation with sharp inflation so as immediately to endanger the national 
defense and imperil the national economy, the Congress shall forthwith by joint 
resolution empower the President to freeze without exception, as of such date 
as he shall deem appropriate or the joint resolution shall designate, all prices 
and charges of whatever nature for all goods, services and faciiities and all wages 
and salaries for a period of ninety days. 

Sec. 2. The President shall promptly direct the National Security Resources 
Board or such other agency of government as he may select to study and prepare 
plans to meet the economic problems which may be involved in different types 
of situations presented by partial or total mobilization and by partial or all-out 
war. Such plans should have due regard for the principle that indirect measures 
involving fiscal, monetary, and credit policies and practices, nondefense govern- 
mental expenditures, nondefense construction and similar matters should be the 
primary instruments for the control of inflation and that direct controls are 
appropriate and effective only as supplementary measures in acute emergencies. 
The plans prepared should specify with respect to both direct controls and indirect 
measures the type of emergency situations in which each should be employed to 
deal with inflation of differing severity; the specific measures to be taken; the 
method of administering such measures; and the form of control organization, 
if any is required to Se created. 

Sec. 3. In making the studies and formulating the plans described in section 
2 hereof, the agenev designated by the President shall consult with other agencies 
of the Government and with private groups concerned with the problems of 
economic stabilization. 

Sec. 4. The ageney designated by the President shall submit to the President 
and the Congress not less frequently than each six months following its designation 
reports as to its studies and recommendations. Such reports shall be made 
public except as to such parts thereof as it may be inappropriate to publish in 
the interests of national security. 


Senator Gotpwater. I would like to draw your attention to line 17 
on page 2 of S. 1081 which states: 

It is the sense of the Congress that direct economic controls are incompatible 
with the American free enterprise system and should be invoked only if an emer- 
gency arises serious enough to threaten the economic well-being or security of 
the United States. 

As I gathered from your testimony, you feel that that emergency, if 
this legislation is enacted, should be more specifically spelled out in 
the form of a declaration of war? 

Mr. Lazarus. No. We say that in a very serious emergency, such 
as all-out mobilization or a declaration of war, it becomes a matter of 
judgment of the Congress between a point here and that point as to 
when it should be invoked. 

We think the opportunities for controlling prices by the use of 
indirect controls are very, very substantial. In the Korean crisis, for 
example, indirect controls, as CED understands them, were not 
operating. They have been only operating in the last 18 months. 

Senator GotpwaTerR. You said in your statement there should be 
no exemption. I agree with you 100 percent. In 5S. 1081, page 4, 
line 17—I will not take the time to read it—it specifies the President 
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can provide exemptions up to his own will or the decision of the people 
advising him. In the event this legislation is acted upon, do you feel 
that should be left in or stricken out? 

Mr. Lazarus. I believe it should be stricken out. CED believes 
that there ought to be no opportunity for people to bring pressure on 
the President for those exceptions, and so forth. We think that if 
you have exceptions to the freeze, you destroy not only the freeze, 
but in the event that further controls are necessary, you set a base 
which makes controls really impossible. 

Senator GoLpwatEeR. Do you mean by that, then, even if an 
exemption is granted for 1 day, we would never make it up in the 
subsequent controls that might be enacted? 

Mr. Lazarus. I think that if the exceptions which are created 
change the price and the relationship of prices, which after all is the 
base of the American economy, you will de velop a great many diffi- 
culties for yourself. The only thing you would change in a situation 
of this kind, in my judgment, are those things which create a hardship, 
either from the standpoint of a group of wage earners or of a com- 
modity that might be at a very, very low sublevel price below produc- 
tion cost, and so forth, or other things of that sort that would have to 
be examined in detail by an agency. 

Senator Gotpwater. I have one more question. Many, many 
organizations have appeared here with specific suggestions. ‘Those 
suggestions have centered around indirect controls. I think you 
agree with those others who have been here, that there was never 

eally serious effort made by the Government to put indirect controls 
into effect. That is felt generally throughout the country by business- 
men and economists alike, that you can only control inflation by con- 
trolling inflation’s causes. Would the CED be in a position—I do 
not even know if this is practical, I have not even thought of it before 
to made specific recommendations for long-range indirect controls? 
Let us put it another way, for standby indirect controls, and if you 
think legislation like that were considered, would it impose the same 
threat over the economy that standby or emergency controls do? 

Mr. Lazarus. The CED has a subcommittee on monetary and 
fiscal and credit policy that has frequently made recommendations 
with regard to so-called indirect controls of the economy. Those 
recommendations are continuing to be made. Most of them are 
conceived on a long-range basis. 

I will be very glad, Senator, to see that the latest reports of that 
CED subcommittee are sent to you. There will be a report out on 
monetary policy which involves indirect controls, which I think you 
will be interested in reading. 

Senator GotpwarTer. I would like to get that. I also would like 
to get, if your organization has any, any recommendations you might 
have pow or have made in the past regarding complete control of 
inflation outside of its normal— 

Mr. Lazarus. You are going to get several volumes. 

The Cyarrman. If there are no other questions, we thank you 
very much. 

The next witness will be Mr. James B. Carey, secretary-treasurer 
of the Congress of Industrial Organizations. I want to say we 
appreciate and thank you for permitting Mr. Lazarus to appear 
ahead of you. It was very generous of you. 
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STATEMENT OF JAMES B. CAREY, SECRETARY-TREASURER, 
CONGRESS OF INDUSTRIAL ORGANIZATIONS 


Mr. Carry. Senator Capehart and members of the committee, | 
am James B. Carey, secretary-treasurer of the Congress of Industrial 
Organizations. I am here to testify in behalf of the CIO and its 
affiliated unions 

The CIO welcomes this opportunity to state its views on the need 
for a standby economic control bill. In the summer of 1950, we 
recognized that the outbreak of hostilities in Korea clearly marked 
our country’s passage into a new and critical era. From long and 
bitter experience, we had come to see that the Communist enemy 
should not be underrated. 

Let me say to you, frankly, that so far as we can see, nothing in 
the international picture has changed enough to lead us to believe 
that the Communist threat to our free institutions has abated. Tacks 
and turns there have been, but the fundamental drive of the Com- 
munists to enslave the free world persists. So long as this active 
threat persists, of course, our Government must be armed with suffi- 
cient power to deal with any economic emergency that may arise 
out of the now cold, now hot war. 

If an emergency hits, we should not again be compelled to wait 
many months for enactment of a stabilization law and the setting 
up of controls agencies while prices skyrocket. In the first month 
after the Communist invasion of South Korea, raw material prices 
jumped more than 8 percent and wholesale prices rose over 3% per- 
cent, building up price pressures throughout the economy. In the 
3 months from November 1950 to February 1951, after the Chinese 
intervention in Korea, raw material prices continued to skyrocket, 
wholesale prices rose 7 percent and the Consumer Price Index increased 
more than 4 percent. Had there been adequate standby authority 
on the statute books, immediate action could have been taken to 
curb the speculation, profiteering and inventory building that shot 
prices upward. 

Our experience in those 7 months after the Korean war started: 
when no authority was available to cope with inflationary pressures 
should have taught us a lesson for the future. We cannot predict 
now what kind of emergency may arise, whether the Soviet forces 
will embark upon another Korea or start an all-out war. Our domestic 
economy should be fortified against any type of such emergency 
just as we have been planning to protect our national security. 

The CIO does not favor controls for controls’ sake. But we view 
them as a necessity under the threat of sharp inflationary pressures. 

On each occasion since 1950 on which we have come before this 
committee, as well as its counterpart in the House, to testify on defense 
legislation, we have stated our conviction that no half-measures 
would suffice to prevent the kind of inflation that is a constant threat 
in an era like this. 

In 1951 and 1952, we pleaded ar the Congress to strengthen the 
Defense Production Act to build a stronger line against inflation. 
We warned that unless this was tone, unless the gaping price loop- 
holes were plugged, the entire stabilization program would collapse 
under the intolerable weight of inequity. 
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Well, the record is clear. By the fall of 1952, living costs were up 
13 percent over the pre-Korean level. The failure to provide realistic 
price control powers for the Executive made the system of wage 
controls totally inequitable. Finally, last fall, at our 14th annual 
convention, we were forced to plead for the ending of wage controls 
as the only means of protection left for wage earners caught in the 
vise of a near wage freeze and a mock price control system. 

Much of this is just past history by now. No one is proposing that 
controls, even equitable controls, be installed right now 

But we should learn something from this past history as we come to 
grips with the issue of standby controls. Above all, it must be clear 
that the basic principle of equality of treatment and equality of 
sacrifice should be the underpinning of any standby control bill. 
Unless this principle is adhered to unequivocally, no control program 
will ever have a fair chance of success. 

If this Congress is seriously considering passing a standby control 
bill, which ineludes the same kind of crippling price loopholes that 
plagued us in 1950, 1951, and 1952, then we suggest the subject be 
dropped post haste. The experience of the past 2 or 3 years demon- 
strates that either we have an effective and enforceable price and wage 
stabilization system, or we had better have none. 

We also believe this issue of what kind of control bill we need should 
be met head on right now. In the face of 3 or 4 years of experience 
with controls in World War II and the still fresh experience of the past 
2% years, can anyone seriously contend that we don’t know the kinds 
of powers Government can and must have to halt war-caused infla- 
tion? 

The proposal to substitute some dubious temporary freeze power 
for a well thought out and carefully drafted comprehensive standby 
control bill is absurd. Here Congress has a unique chance to act with 
care aad thought in passing a fair and equitable control bill during a 
period when honest reflection can override partisan interests. Why 
dodge this responsibility? 

The very onset of an economic or military emergency generates 
pressures that make it impossible to give clear and dispassionate 
consideration to a subject like economic controls. Can anyone 
forget the frantic scrambling and confusion of June, July, August, 
and September of 1950? Is there any reason to believe that a future 
emergency will be less pressing or less difficult? If you try to act 
during an emergency period, loopholes or ill-conceived provisions 
will inevitably creep into a control bill. ‘To expedite its passage, deals 
must be made with one pressure group or another. 

A great part of the present defense effort has been devoted to 
expanding the economic mobilization base, increasing production 
capacity and know-how so that military production can be stepped up 
sharply, if warfare spreads. We believe that a standby control bill 
which incorporates the best experience of World War II and the 
Korean years is on a par with this effort to get the war production 
machine in smooth working order to meet any future emergency. 

Why wait for the fire to break out before you lay in the best possible 
fire-fighting equipment? 

Many of the very members of this committee know what has to be 
done. They’ve been through 2 or 3 years of hearings and they know 
where the loopholes are, if they want to find them. Let’s get at the 
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job now and do it well rather than take the easy route of passing 
the buck to the future or slipping through an inadequate control bill 
which will only give us the illusion of protection against inflation, 
should a future economic emergency come upon us. 

We suggest that the Congress take the Defease Production Act o! 
1950 as amended, that is the present law, and eliminate some of its 
original defects as well as the special-interest amendments that hav: 
riddled it during the past 2 years. This should leave us with a good 
basic standby control law. 

Most of you are familiar with those provisions which must be 
knocked out if any future price control system is to work effectively. 
Today, we propose only to list some of the more important ones 
But, in addition, | want to mention a few provisions which should 
be added to the Defense Production Act, which will strengthen it 
for future emergencies. 

The overall objective in this legislation should be to arm the Presi- 
dent with sufficiently broad and flexible powers to deal with any 
economic crisis that a future and national emergency may bring 
about. Frankly we can think of many situations in which any simple 
freeze would be totally useless. Inflation, for example, may strike 
only limited sectors of the economy. Any standby bill which this 
Congress passes should be flexible enough to permit the President to 
cope with limited as well as general emergency situations. 

There are a number of basic changes which should be made in the 
wage-price sections of the Defense Production Act to make it a good 
working instrument for any future need. 

Let’s turn to the price side first. In the first place, everyone 
should be able to agree that, unless some fair and equitable means 
for controlling food prices can be devised, no price control program 
can succeed. Jumps in food prices build up those tremendous pres- 
sures which sooner or later crack open the entire stabilization program. 

Yet, it remains clear that bountiful production of farm products is 
essential for national well-being and security. The great flood of 
agricultural production in World War iI was a tremendous weapon in 
democracy’s arsenal. So, we face the twin problems of keeping up the 
farmer’s incentive to produce, while simultaneously stabilizing food 
prices for consumers. 

From the record, it appears that during World War II, despite far 
greater inflationary pressures, we seemed to do a better job of keeping 
the cost of living stable. If any future price agency is to halt the 
inflation of food prices in an emergency, it will have to have certain 
powers which were available to it in World War II but were denied it 
in the Defense Production Act of 1950. 

The CLO believes now, as it has in the past, that farmers are entitled 
to parity prices for the products they produce and sell. During an 
emergency, however, we feel that the only practical method for con- 
trolling certain retail food prices adequately while guaranteeing parity 
prices to farmers, is through a subsidy authority such as was used dur- 
ing World War Il. The Defense Production Act should be amended 
to include authority for the use of subsidies to control the retail prices 
of essential foods whenever such prices show a tendency to rise sharply, 
once a price control system has been put into operation. Our own 
studies have convinced us that some food prices—basic in the cost of 
living—cannot be controlled effectively without this subsidy authority. 
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One of the most critical food items, of course, is meat. The so- 
called Butler-Hope amendment which prohibited the establishment 
of slaughter quotas for meat packers should be torn out of any future 
control bill. So long as this prohibition on a quota system exists, 
no price agency in the future would be able to assure a fair distribu- 
tion of livestock and adherence to ceiling prices. If a black market 
in meat is to be avoided in any future inflationary emergency, when 
and if controls are invoked, the OPS must have the power to establish 
slaughter quotas. 

Another bad provision in the present Defense Production Act is the 
so-called Harrison amendment to section 402 (d) which removed the 
price agency’s power to control fruits and vegetables. <A large part 
of every food dollar goes for fruits and vegetables. This item must be 
subject to control in any realistic price-control program. 

Section 402 (d) (3) should be revised to eliminate the so-called 
Capehart amendment. This amendment, of course, is now a matter 
of history, but it or anything like it should be struck from a clean 
bill as a matter of principle. This kind of provision raises prices un- 
necessarily and tends to establish the dangerous idea that all cost 
increases must be translated into price increases, something quite 
alien to the American enterprise system. 

Any future price-control act must permit the price agency to require 
grade labeling of price-controlled goods. Unless such a quality con- 
trol device is established, it is impossible for the price agency to do its 
job properly. Moreover, any price agency must also be in a position 
to guarantee the continued production and sale of so-called low-end 
items; something that is now prohibited by the Defense Production 
Act. 

The Defense Production Act should also be amended to eliminate 
the so-called Herlong provision, which guarantees pre-Korean per- 
centage mark-ups to wholesalers and retailers. This kind of margin 
guaranty provision pyramids manufacturers’ ceilings into much 
greater selling prices at wholesale and retail levels. Generally in the 
administration of price control, fairness and equity frequently require 
recognition of the regular percentage margins practiced in different 
industries. However, in other cases, where costs can be absorbed, a 
reduction in such margins is possible and reasonable under a price 
control system. No future price control agency should be so re- 
stricted that all such margins are guaranteed 

The act should be clarified to allow more effective control over rates 
charged by public utilities which are not subject to regulation by any 
local, State. or Federal body. The milk control price provisions 
should also be modified to allow more equitable price treatment for 
this very vital food element. 

The Bricker amendment which requires OPS ceilings to comply 
with State minimum laws should also be eliminated. In a number of 
States the prices of groceries, cigarettes, and beverages were raised 
unnecessarily because of this provision. It also interfered with the 
establishment of fair ceiling prices for milk. It would also make it 
next to impossible, in some States, to establish overall flat ceiling 
prices for groups of sellers. ! 

Any price-control law which is enacted should also give the price 
agency power to place margin requirements on purchases in the com- 
modity markets where futures in raw materials are bought and sold. 
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This would tend to reduce the possibility of excessive speculation in 
the event of new emergencies. 

In regard to rent control, the CIO believes we have a special problem 
which requires special treatment. Shortages of housing due to war- 
time curtailment, federally imposed restrictions credit or allocations 
of material for other purposes, cannot be quickly offset. Restrictions 
during World War II and since the attack on Korea have reduced our 
housing supply. 

The CIO, therefore, believes that the authority for Federal control 
must be continued until the supply of housing in the loca] community 
approximates the need as measured by the vacancy rate. Controls 
should be continued in areas affected by defense production which 
are suffering from a housing shortage. Communities like Oak Ridge, 
Tenn., which have not been declared critical under the present pro- 
cedures, should be protected even though in this case the Government 
happens to be the landlord. We urge this committee to continue 
the Housing and Rent Act of 1947 for a period of 2 years with pre- 
vision for administrative discretion to the President to determine the 
areas to be controlled, decontrolled, or recontrolled; that the Admin- 
istration have authority to set a fair level of rent with provision for 
adjustments subject to appeal by both the landlord and tenant to 
the Emergency Court of Appeals. In communities affected by a 
large volume of defense contracts we recommend that this committee 
provide for the establishment of rent stabilization when the vacancy 
rate is 2 percent or below, and provide for maintenance of the Federal 
program until the vacancy rate reaches 7 percent, the vacancy stand- 
ard established by the Federal Housing Administration. 

Generally speaking, in a standby control bill there should be 
increased administrative flexibility so far as the handling of wages and 
prices is concerned. If, for example, some special emergency situation 
threatened to push up the prices of only a limited number of com- 
modities, the President should have the power to institute selective 
price controls. As it now stands, however, to do this he must also 
institute wage control in any industry where he imposes price control. 
By its very nature, wage control cannot be selective. It is virtually 
impossible to impose wage controls just for workers in 1 or 2, or even 
a few industries. So, if we reach a situation where it may be necessary 
to control just a few selected prices, under the present act, the Presi- 
dent may be forced into a total stabilization program. 

After all, in the kind of world we live in, rubber supplies or tin 
supplies or large sections of our copper supplies might suddenly be cut 
off. In such a situation, the President should be able to impose price 
controls on these commodities without having to run the whole gamut 
of total wage and price control. 

Frankly, we felt that the original act was mistaken in providing 
such a tight and absolute linkage between price and wage controls. 
Certainly, in a standby bill it would be foolish to restrict the Presi- 
dent’s authority in this respect. 

We do not like to leave this question of inflation control in a future 
emergency without asking this committee to address itself to the 
problem of controlling bank credit. The failure of the Federal 
Reserve Board to tackle the control of commercial credit with real 
courage during the critical year following the outbreak of hoedilinies 
in Korea helped feed the inflation fires in no small measure. 
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It is all well and good to harp on the great role that can be per- 
formed by indirect controls as is the fashion of so many experts in 
this field. But where one of the crucial indirect control agencies, in 
this case the Federal Reserve Board, fails to measure up to its respon- 
sibilities, the entire stabilization program can be jeopardized. In 
the event of a future emergency, this country should be spared the 
spectacle of a phony, so-called voluntary self-policing control of bank 
credit instead of a realistic and positive program directed by the 
central banking system. 

Let me restate our conviction that the soundest line that this 
Congress can pursue is to take the present Defense Production Act, 
amend it along the lines we have suggested above, and then extend it 
for the duration of the emergency. This will give the President a real 
chance to deal effectively with any future emergency inflationary 
threat. 

We feel that this Congress would be shirking its responsibility if 
instead of writing a sound standby bill onto the books, it enacted 
only a stopgap temporary freeze bill. Inherent in every freeze pro- 
gram are great inequities. Moreover, there is no reason to think 
now I am repeating this point because I believe it should be crucial 
in your deliberations—that any Congress in the midst of a new na- 
tional emergency will have the time and opportunity to pass a truly 
equitable and workable control bill. Inevitably it will be over- 
whelmed with the problems of military appropriations, reorganiza- 
tion of government, and similar matters if such an emergency occurs 

By taking action now and passing the kind of a standby control 
bill that will assure all sections of the American population that 
equality of treatment will be their lot in the event of a future emer- 
gency, this Congress can make a real contribution to American 
preparedness. 

May I add, Senator, that the CIO wishes to commend the chairman 
of this committee and his associates for the leadership they are dem- 
onstrating in bringing forward this question for consideration at this 
time. 

The CuarrMan. We thank you, Mr. Carey. You point out many 
things that you do not like in the existing lzw, such as the Herlong 
amendment, the Capehart amendment, and many others. They were 
all made necessary as a result of the haste and lack of consideration 
viven to the original bill, and the fact that nothing was done until 
prices, some of them, had gone very high. That is the very thing 
we are trying to avoid if we have another emergency or inflationary 
spiral 

You will remember the history of the act. The President was 
opposed to it and did not recommend or advocate anything much 
more than allocation of materials for the military. Yet the Congress, 
this committee and the House committee, thought otherwise and 
wrote a bill controlling prices, wages, and rents. Even then we did 
not get much cooperation from the administration, from the President, 
as you well remember. We sat long hours, night and day. The 
result was that under the pressure, some pulling back, some pushing 
forward, we finally got a conglomeration of a law that I agree with 
you was not a good law. But much of it was made necessary, maybe 
not necessary but it happened, as a result of the inequities and the 
delay of the Congress in acting. 
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You object to the present law on many grounds. We have had 
many business witnesses in here that object to it on other grounds. 
Well, the combination of the two testimonies ought to be sufficient, 
it seems to me, to convince this Congress and this committee that 
we ought to take the necessary time, when we have the time and we 
are not under pressure, to write the right kind of a law and have it 
ready to put into effect, if and when it is necessary. 

You have made an excellent case for your position; other business 
witnesses have made excellent presentations from their viewpoint. 
But when you add up both your points, the net result to me is one 
thing; we ought to write this law when we have time and are not under 
pressure. We ought to have it ready and ought not to wait until we 
are in the emergency because, as you say here, I am just as certain if 
we wait until an emergency strikes we will have a repetition of what 
we had in the 1950 Defense Production Act. 

Senator Busx. | would like to ask a question, Mr. Chairman. 
On page 7, Mr. Carey, at the bottom you spoke about the Federal 
Reserve Board and its failure to tackle indirect controls. You 
appeared to be very critical of the fact that they did not act firmly 
enough. Would you care to be a little more specific? What should 
they have done sooner, and what should they have done that they did 
not do, in general terms, in your judgment? 

Mr. Carry. Well, they certainly could have reduced the amount of 
speculation, the outright gambling that went on. 

Senator Busa. How would they have done it? 

Mr. Carry. If the Congress took the time to apply limitations on 
consumers buying a piece of electrical equipment by reducing the 
amount of installment buying, by increasing the down payment. 

Senator Buse. Was that a good provision? 

Mr. Carey. That was not hitting the problem where it should have 
been hit. The speculation that came about in selling and reselling 
commodities raised prices tremendously to the consumers on items 
such as bread and things of that nature. 

Senator Busu. Théy could have taken action to prevent speculation 
in the commodity markets; is that what you mean? 

Mr. Carry. Yes; the speculation that grew out of the emergency 
situation. 

Senator Busu. Which speculation, in your opinion, caused higher 
prices for food and so forth; is that right? 

Mr. Carry. Yes. We have some very firm convictions about some 
of those items. We contend that the working people and the con- 
sumers, generally, are the victims. When Congress decided to destroy 
the price-control program after World War Il—in our opinion, too 
hastily—to permit a great deal of gambling, the workers were con- 
fronted with requiring higher wages. They had been held awfully 
tight during the war period. A few strikes ensued. As a result of 
that, a tremendous campaign was engaged in to abuse the people of 
labor, and the result was the Taft-Hartley law, a hodgepodge of 
legislation that indicted the very people that a short time before that 
were called soldiers of production, had produced in tremendous 
quantities. 

We think if we establish the rules now, and establish the rules in 
advance of the emergency, the businessmen, and we under them, the 
workers, the consumers, the people who distribute the goods, will be 
in a much better position to deal with these things. 
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We cannot rely on a repetition of what the Federal Reserve Board 
failed to do at the time of the Korean emergency 

Senator Busx. This is a very brief paragraph ¢ on a very important 
subject. I think you will agree with me on that. I think it would be 
helpful to the committee if, in the light of these views expressed, you 
would give us a memorandum of what you think should have been 
done or might have been done to indicate more clearly just what 
causes this criticism. 

I would be very much interested in seeing them. 

Mr. Carey. Senator Bush, I produced a very short paragraph on 
that, not because it is not important, but just because we have been 
before this committee so many times and have developed the point 
before 

Senator Busu. If you can send me something out of what you said 
before—and Iam not trying to put you to any work—l would like to 
get your views on that particular thing. 

So much emphasis has been placed here on indirect controls—and 
the Federal Reserve Board would seem to be able to do something 
about that—that I would like to have your views on what action 
they should have taken or, if you want to put it both ways, what they 
should be prepared to do in the event of an emergency that would 
require standby controls. 

Mr. Carry. What we would suggest the standby legislation should 
require them to do? 

Senator Busx. If you wish. 

Mr. Carry. Because in the face of the experience, we could not 
rely on an agency to do what it had to do. 

Senator Bus. You can put it any way you want. I would like 
to see what your views are that they should do. (See p. 793.) 

The Caarrman. Are there any other questions? I want to thank 
you, Mr. Carey, for testifying and to say again that the members of 
this yn sre an tient who have been sitting here for days and days 
now, can realize the problem we are up against in this committee. 
I can assure you it is not pleasant. I do not know about the other 
members of the committee, but I am making enemies from time to 
time; at least, I am hearing from them. I received a wire a couple 
of days ago from a man who said I was a fake because I was advocating 
what I was. I am making new friends, I presume. 

It is the responsibility of this committee. We must face it. 

I know I have made mistakes in the past in the last 2 or 3 years in 
respect to this matter. As I look back now, I can see where some of 
my mistakes came from, where my position from time to time was 
wrong. 

Senator Dovaetas. We all make mistakes. 

The CuarrMan. In my business I have always tried never to make 
the same mistake twice. I make them, and we all make them. 

It seems to me almost a perfect case has been made from business 
witnesses we have had to date, from the testimony you have given us 
this morning representing millions of workers in America, the testi- 
mony that the A. F. of L. gave us yesterday representing millions of 
workers, ought to ¢ ‘nvince anyone that we ought to take action on 
this matter prior to getting into an emergency. 

I feel strongly on ‘that. Even then we will make enough mistakes 
if we try to do it when we are not under pressure. Perhaps then we 
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will not get together as we should, That 
We have the right in America to be right or wrong. 
The more I listen to the testimony, the more convinced I 
the testimony of our witnesses representing all groups and all classes, 
that we ought to do something when we are not under stress 
We thank you very much, Mr. Carey. 
ment 
Our next witness will be Mr. Bernard Weitzer, national legislative 
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Mr. Werrzer. My name is Bernard Weitze1 I am the national 
legislat ive director of the Jewish War Veterans 
and have my office in Washington 

Gentlemen, it i 


LEGISLATTVE 
WAR VETERANS OF THE UNITED STATES 


J reside in Mary land 


Is a pleasure and a ore atly appreciated Driv ile re 
ap pr ar, once again before your committee on behalf of the Jewish 
War Veterans of the [ nited Sttaes of America to support standby 


economic controls which you 


to 


are considering It was at our 52d 
annual convention held in St Paul, Minn., October 15 19, 1947, that 


our organization passe d a resolution from which | quote in part: 
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ly our Armed Forces but our entire 


0p 4 and a and all of our resources if we are to meet any 
Agere rs hallenge juIcK and successfully * * *: Now, t erefore, be it ; 
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resolution was passed 


At subsequent conventions since, we reiterated that position and at 
yur 55th and 56th annual conventions, held in Asbury Park, N. J., 
und in Atlanta, Ga., respectively, in 1950 and 1951, the following 

and reaffirmed: 


M reas the Je s War Veterans of the United 


d States of America has hee 
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i ‘ f | 1 States, a 
W as, i eV this'long established policy, the Jewish War Veterans 
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> al » a g the free world as a whole, from Communist 
ag SSIOT i 1 
Whereas Jew War \ ans of the United States of America, as a con- 
S of its established convictions on the security needs of the United States, 
¢ lorse 1 1 @ mor ; } actior of our Government in assignir g 1 . ited 
States forces to hold the authority of the United Nations in Korea, and 
Whereas the sent defense requirements of the United States are being 
: frustra i | a mushrooming inflation wi IS Imposing every-mounting 
bur l the taxpa rs multaneouslv resulting in increases of from 50 to 
as much as 350 percent in the cost of military weapons and equipment * * *: 
No 


y. erefore,. be it 
Resolve That the Jewisl Var Veterans of the United States of America urge 


, e Cong s of t United States the swift enactment of such economik 
1 price controls as will serve to exercise an immediate check upon the inflation 
at now threatens to destroy the verv national welfare and security for whose 
i ted States troops are now in battle in Korea. 
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| congratulate the chairman on his bill, 5. 753, and on 5. 1081, and 
his cosponsors on 5. 1081, for taking the initial steps which our 
organization originally recommended in 1947. The present somewhat 
ineasy stabilization period is a good time for your committee to give 
careful thought to the nature of the controls which should be im- 
mediately available in case of war, or a national emergency when and 
if declared by the President. 

It is time that we learned from the experience in the precontrol 
periods in World War Il and the Korean conflict to protect ourselves 
against the inflationary forces which war and national emergencies 
project. The economic forces which normally function under our 
free-enterprise system are necessarily distorted and frustrated by the 
enormous requirements of war. Our Government almost at once 
becomes the largest user of our productive capacity. cen c! 
there is a psychological reaction in such a situation which leads t 
scare buying by practically every kind of business as well as by the 
ceneral body of consumers. This creates an opening for innumerable 
speculators to enter the commodities and materials markets who add 
to the economic confusion and boost prices. 

Your committee, in the hearings which it held on S. 1397 during 
May and June 1951, gathered thousands of pages of testimony on 
what happened to our economy between the outbreak of the Korean 
conflict in June 1950 and the institution of economic controls, including 
price controls, in January 1951. According to that testimony, the 
Senate Appropriations Committee found in December 1950 that infla- 
tion had already cost us $3 billion in added military costs alone in the 
first 6 months after Korea. Likewise, Mr. Eric Johnston said, ‘‘Infla- 
tion following Korea raised the Consumers’ Price Index about 8'% 
percent. That has cost our people about 17 or 18 billions of dollars 
for the things they bought.”” Practically all of the increase occurred 
during the 6 months when we did not have price controls. By May 
15, 1951, the total rise in the cost of living over June 1950 figures, was 
approximately 10 percent. You can see how, following price controls, 
the increases in the cost of living figures tended to “‘flation’’ out. 

I have not had an opportunity to check the figures of the corres- 
ponding situation in World War II. However, | do recall seeing 
the testimony of Mr. Chester Bowles at the time when he was in 
charge of price controls and appeared before this committee. |] 
believe what he pictured then leads to the same conclusions which 
Mr. Johnston pointed out in the spring of 1951, regarding the high 
cost, of the absence of price controls in the last half of 1950. 

There is no doubt that price controls, allocations, rationing, credit 
restrictions, and other economic controls are difficult to tack onto our 
free-enterprise economy. It is absolutely foreign to our thinking 
and our experience except in wartime. It is irksome to businessmen 
ant it costs time and money to work under the necessary regulations, 
But when you take a look at the $17 billion or $18 billion which Mr. 
Johnston figures as the cost of pre-price-control inflation, then this 
standby economic control ligislation which you are considering is a 
wonderful investment from which every businessman, farmer, laboring 
man, and consumer will profit. 

You have had a steady parade of witnesses telling you of their 
horrendous experience with controls and who have described " 
standby controls you are considering as “a sword of Damocli 
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In my opinion that is a perfectly natural reaction—like the man who 
has had an operation and tends to magnify the pain and the suffering 
he endured—paying little heed to the fact that he might not be here 
to talk about it if he had‘not had the operation and is, in fact, better 
off for having had it. 

[ am confident your committee will not yield to the defeatism 
expressed in such testimony. Many of your members have heard 
such stories before. I am sure you are going to try to write the 
legislation so as to correct any basic faults which hace been demon- 
strated in the administration of the Defense Production Act of 1950. 

[ hope you will include in the standby controls legislation, control 
of meat prices and rents. Meat constitutes a substantial and impor- 
tant part of the family food budget and rental housing cannot be 
left. free of controls without serious hurt to the average renter. 

When we can get away from these conditions which make economic 
controls a life and death necessity, I am certain that American 
businessmen will revert to their traditional policy of utmost encour- 
agement of mass markets, improved products, lower prices through 
the most efficient production and distribution and a fair profit in a 
free competitive economy. In the meantime, they may be unhapppy 
about it but they will accept and do the best they can under the 
economic controls which are essential in the fight against imperialist 
totalitarian communism. The men in our Armed Forces who have 
enlisted or have been inducted through selective service are setting 
an example by their sacrifices, which are greater than most of us 
have to make in the civilian side of the fight. 

The CHarrMAN. Are there any questions? 

Senator Frear. What is the membership of the organization you 
represent, sir? 

Mr. Werrzer. About 112,000. 

Senator Frear. What percentage of the Jewish War Veterans are 
members of your organization, approximately? 

Mr. Weirzer. I would say about one-eighth. 

The CuHarrMan. You have posts scattered all over the United 
States? 

Mr. Werrzer. Yes. I just wanted to add one observation caused 
by what has been happening durimg the past few days, particularly 
the testimony of General Van Fleet before the Armed Services Com- 
mittee. 

[ think the period of what I term “uneasy stabilization” currently 
is in large part due to the easing up of aggressive and energetic produc- 
tion of war materials. If that production had gone ahead with the 
speed it should have, and the Defense Department had taken out of 
our economy the $8 billion or $10 billion more than they did in the 
past couple of years by producing what they should have, you would 
still be under a terrific inflationary pressure now. 

The CHatrMan. I would like to say that this committee, as you 
know, or some members of this committee, together with the House 
Banking and Currency Committee constitute what is known as the 
Joint Committee on Defense Production. The chairman of that 
committee was Senator Maybank of South Carolina. I have been a 
member. 

I do not believe we ever had a meeting with those responsible in our 
Government that we did not ask them point blank if the military 
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were getting all of the materials they needed. The record is full of 
evidence to that extent. 

Mr. Werrzer. I am not criticising this committee. 

The CHarrMaN. I say, we were always assured by those responsible 
that they were getting sufficient materials to do what they wanted 
to do. I only mention that to show that the Joint Committee on 
Defense Production and this committee, under the chairmanship of 
Senator Maybank, were solicitous all the way through to see that the 
military received the copper, zinc, and so forth which they needed. 

I would like to place in the record a statement prepared by myself 
and Senator Maybank on this subject. It shows how the Defense 
Establishment gets all the material they need. They were continually 
assured they would. 

(The statement referred to follows:) 


SYvATEMENT OF SENATORS MAYBANK AND CAPEHART ON ALLOCATIONS FOR 
MILITARY MATERIEL 


In view of General Van Fleet’s reported statements that troops in Korea were 
handicapped by a shortage of ammunition and other materiel, the two Senators 
recalled testimony before the Joint Committee on Defense Production and the 
Senate Committee on Banking and Currency, as well as statements from quar- 
terly reports to the President. 

Senator Maybank, the past chairman of both committees, is still serving as 
chairman of the Joint Committee on Defense Production. Senator Capehart, 
present chairman of the Senate Banking and Currency Committee, during the 
period covered by these excerpts and quotations was ranking minority member 
of both committees and took an active part in the Committees’ urging that 
every effort be made to provide all materiels required by the military, particu- 
larly those needed to support and reinforce the frontline troops in Kore 

The evidence is clear, in the opinion of the two Senators, that the military re- 
ceived ample allocations and, in fact, returned unused allocations to the civilian 
agencies. 

The excerpts from the hearings and the reports follow: 

Statement by Manly Fleischmann before the Senate Banking and Currency 
Committee, March 4, 1952 (p. 54 of the hearings on Defense Production Act 
Amendments of 1952): 

“With respect to what I have called the first reason for Government control 
the assurance of military supply—I think we are justified in saying that no essen- 
tial military program has suffered for lack of priorities and allocation assistance. 
National defense is our job and we have followed the uniform policy of subor- 
dinating other considerations.”’ 

Hearing before Senate Banking and Currency Committee on Extension of 
Defense Production Act, 1952 amendments, March 4, 1952 (pp. 65, 66): 

“Mr. MayBank. Now, let me ask you this question: Have you furnished the 
military with all that they could usefully utilize on time? 

“Mr. FLEISCHMANN. Yes, sir; so much so that we have had continuous turn- 
backs from the military as an evidence of the policy we have followed. 

“Mr. MaysBank. The military have at times asked for more than they can 
use? 

“Mr. FLEISCHMANN. Yes, sir; not willfully, I do not think. I think it is due 
to inaccurate estimating, for which we all share the lack of credit.” 

Page 74: 

“Mr. FLEISCHMANN. Now, we have followed the policy right along to give the 
metals first to the military, so there is no military program being held up by any 
shortage of metals. 

“Mr. MAyspank. Well, to make a long story short, I am glad to hear you say 
that the military is getting evervthing that they can use consistently and immedi- 
ately in the way of heavy metals. 

“Mr. FuerscHMANN. That has been the policy we have tried to follow, Senator 

Friday, March 21, 1952, page 1466: 

‘““Mr. Maypank. There has been a lot of talk in these reports around here about 
how far we are behind in the manufacture of planes and the preparation of planes 
and not getting the Air Force up, I understand a lot of it is blamed on the fact 
that we need copper. 
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Mr. FLeiscHManN. I know of no military program held up through a lack of 
opper sena I We have not pern ted it We have always allocated the 
te requirement of copper to the military 
Mr. Mayr N} I asked that q restion to get it on the record beeause I read 
na report by the armed services the other day something to that effect. You 
tell me that the military has had all the copper they need? 
Mr. FLerscumMann. I believe the best answer is this. Senator During every 
arter, during the present quarter, the military have returned copper to us after 
heir allocations have been made because they could not use it. 
x ; * * x * 


Mr. MAYBAN! What other items are being returned? 
Mr. FLe1iscHMANN. Aluminum and steel, the only items we allocate to them 
inder the controlled-materials plan.” 
There follows on page 1467 a table showing ‘“‘Controlled materials allotments 
returned by the military departments as excess to the needs in the" various 


quarters. 

Mr. MAyYBAN Chis committee has no authority to be legislating on the 
armed services and I do not intend to have any argument as far as I am personally 
concerned with what the Armed Services Committee is doing. They are doing a 
good job I just Wanted to know for this committee as it is in charge of the 
egislation on the controls program for another yvear—that the military have 


received whatever strategic materials that they needed, to the extent that they 
have returned some in the first and second quarters. 
Mr. FLerscHMANN. As you know in opening the ease for the military budget, 
Secretary Lovett stated that there were nosubstantial difficulties due to allocations. 
‘Mr. Maypank. I want it in the record for this committee, that you are giving 
the military all that they have asked for and that you gave them even more than 
hey could use, is that correct? ; 





‘Mr. FLEISCHMANN. I want to modify that. We have not in every case given 
them all that they have asked for 

‘We feel that our duty—and that is what Congress has us therefor—includes the 
job reviewing military requirements 

Mr. Funeriext. You have given them more than they can use? 

‘Mr. FLEISCHMANN. Yes. The accuracy of our work, I think, is best attested 

yy the fact that they have returned some of it.” 

QO. D. M. (Fowler) Quarterly Report to the President, January 1953, page 11: 

‘In every quarter since the beginning of the controlled-materials plan, military 
programs have been allotted their full requirements for controlled ‘materials’ 
after joint screening with the Defense Production Administration. While the 
allotments have been slightly below the original requests from the Department 

Defense, they have been consistently greater than the military producers were 
actually able to use \s shown in the chart on the next page, the Department of 
Defense in each quarter issued a smaller volume of allotment than it had received— 
and unused balances have been returned for allocation to other claimants. 
Instances have occurred, of course, when individual producers were not able to 
get the exact type of material desired at the time required, but these have been 
lue to the result of localized difficulties in distribution rather than to real shortages 
in material allotments.”’ 

Hearing: Henry H. Fowler (following the steel strike), October 1952, pages 4 
and 5: 

We have worked out an arrangement for a set-aside at each mill so that the 
total of the set-asides of the various mills for the various forms and shapes of 
steel wili bring the military, atomic energy, and machine-tool programs completely 
back up to par, as far as steel goes, by the end of this year. They will have their 
full 1952 requirements, and they will be caught up on the backlog of orders by the 
end of November.” 

Hearing: Henry H. Fowler (following the steel strike), page 8: 

‘As I indicated before, as a result of these special measures that have been 
taken, the delivery of all steel allotments for military, atomic energy, and machine- 
tool programs by the end of the year is virtually assured, and special reserves have 
been set up to cover four types of very critical ammunition components—shells, 
fuzes, cartridge cases, and rocket tubing—and we will not be able to make up the 
ammunition losses, not because of the lack of steel, but because of the lack of 
facilities. The facilities are operating on a three-shift basis.’ 

Progress report No. 16, January 9, 1952, C. Ek. Wilson and Manly Fleischmann, 
earing, page S16: 
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‘Mr. FLEISCHMANN. We screened the requirements not only from the point 
of view of determining whether they are needed in a particular quarter but also 
to eliminate wherever possible wasteful use of materials. For this reason the 
choice between guns and butter has not been made because it has not been 
presented. Up to the present time no essential military program has been 
denied the material required. * * * I do not believe that any interference 
with any important military objectives will result from some phasing out of this 
program 

Page 836: 

‘‘Representative TaLuie. I understand that the military gets what it wants? 

‘“‘Mr. FLEISCHMANN. Well, that is not true. We have cut down, for example, 
sir, the structural-steel requirement of the military in the second quarter very 
drastically, because we simply could not support it. We have done that, we 
think, without in any way interfering with the basic program. 

“They are getting, in the field of copper and aluminum, substantially what 
they require to go into munitions of war. That seems to us to be quite a different 
proposition from saying they must have everything of the day they want it to 
erect a new messhall at an airbase.” 

Progress report No. 10, November 26, 27, 1951, page 700, Charles E. Wilson: 

‘““Mr. Witson. Well, on the general subject of production, gentlemen, I think 
it ought to be made clear at the outset that as far as the allotment of the strategic 
materials are concerned—I mean aluminum, copper, steel, and especially the 
alloy steels, generally speaking—we are giving the Defense Department require- 
ments first call, of course, and I think to date we have been able to give them 
practically everything that is needed for them to meet their schedule. 

‘‘T would like to make it clear that, because there seems to be great misunder- 
standing of the subject, that any shortfalls in military production of the items 
that are having the greatest attention now—and various stories about shortfalls— 
has not been affected by the supplv or nonsupply of raw materials; in other words, 
the fact that we have maintained reasonable output of civi.ian goods and have 
allotted materials to that, has not, at least substantiallv, and I doubt if it has 
affected it at all, the production situation of military end items.” 

Progress Report No. 2. February 8, 1951. Mr. C. E. Wilson, page 65: 

“Mr. Witson. [issued an order * * * The order provides, among other things, 
that these agencies shall develop programs and issue appropriate regulations to 
allocate scarce materials in such manner as to preserve distribution for most 
essential purposes; assure that after satisfaction of the needs of the armed services, 
production and distribution result in maximum total production of consumer 
goods for personal and household use; and, avoid increases in the real cost of 
living resulting from changes and diversions to high-price models and lines.” 

Mr. C. E. Wilson’s quarterly report to the President, January 1, 1952. 

‘‘We have now entered the period of severest ‘pinch’ in the allocation of 
critical materials. 

“In the allocation of materials, our policy has been, and will continue to be, to 
allocate to the Armed Forces and the atomic energy program their full need for 
materials after their estimates have been thoroughly reviewed. This means that 
the availabilitv to the civilian economy as a whole will be less.”’ 

Mr. C. E. Wilson’s quarterly report to the President, April 1952: 

“The greater availability of materials has led to the suggestion by some that 
more materials be made available to the military services to permit an increase in 
production of military goods. 

“This suggestion overlooks the fact that the availability of materials has never 
been the limiting factor on military production schedules. 

“From the beginning of the defense program, the military has been given all 
of the materials that have been required by their schedules.” 

Mr. Werrzer. Thank you very much, Mr. Chairman, for allowing 
us to appear. 

The CuarrMan. Your statement speaks for itself. We appreciate 
your coming before us. 

Our next witness will be Mr. Martin A. Fromer, counsel, Cheese 
Importers Association of America, Inc. Would you like to read your 
complete statement in the record? 

Mr. Fromer. Yes, sir. 

The CuarrMan. You may proceed in your own way. 
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STATEMENT OF MARTIN A. FROMER, COUNSEL, CHEESE 
IMPORTERS ASSOCIATION OF AMERICA, INC. 


Mr. Fromer. I represent the Cheese Importers Association of 
America, Inc., a nationwide organization of cheese importers com- 
prising in its membership importers of a major portion of the cheese 
imported into the United States. Its offices are located at 51 Cham- 
bers Street, New York City. This association is opposed to the 
continuation of the provisions of section 104 of the Defense Produc- 
tion Act, restricting the importation of cheese 

The first import restrictions imposed ag yainst cheese under the 
Defense Production Act became effective in July 1951, after having 
been added to the Defense Production Act without any opportunity 
on the part of cheese importers to be heard. In September 1951, 
hearings were held by this committee on S. 2104, which bill proposed 
the immediate repeal of section 104 of the Defense Production Act. 
The statement of this association, and its testimony, appear in the 
record of that hearing, commencing at page 2978, and the said state- 
ment, testimony, and the exhibits there presented are pertinent here, 
and we request that they be incorporated into this record by reference. 

As a result of the said hearing with regard to S. 2104, this committee 
published a report, identified as Report No. 790, 82d Congress, Ist 
session, to accompany 5. 2104. The said report comprehensively sets 
forth eight compelling reasons for the termination of the controls 
embodied in section 104 of the Defense Production Act. The said 
report and the facts found therein are pertinent here and we request 
that it be made a part of this record by reference. A summary of the 
reasons set forth in the said re port of this Committee for discontinu- 
ance of these controls, after a full and complete hearing, are as follows: 

(1) Alternative statutes to accomplish the necessary protection of 
domestic industry are in full force and effect; particularly section 101 
of the Defense Production Act of 1950, section 22 of the Agricultural 
Adjustment Act, as amended, and section 7 of the Trade Avreeme nts 
Extension Act of 1951. 

2) Representative farm groups oppose section 104 as harmful to 
agriculture. 

3) The President, the een of Agriculture, the Department 
of State, and the Economic Cooperation Administration oppose 
section 104 as harmful to the interests of the United States. 

4) No hearings were held on section 104 nor did it receive com- 
mittee consideration before it became part of the Defense Production 
Act. 

5) United States agricultural exports exceed United States agri- 
cultural imports, especially in the field of dairy products. Our agri- 
cultural exports are likely to suffer from action under section 104. 

6) Depriving other countries of a source for dollars through trade 
will result in a reduction of their imports from the United States, or 
in the alternative will increase the need for grants and loans by the 
United States to such countries. 

7) Section 104 is inconsistent with United States world leadership 
in attempting to reduce trade barriers. 

8) Ten nations have already protested enactment of section 104, 
some claiming it violates the law and spirit of the General Agreement 
on Tariff and Trade. 


These 
the time 
The r 
January 
the com 
report, | 
Instead 
of the 
Import 
facts, a 
exhibits 
to ame 
commit 
to acco) 
After 
clusion 1 
inflexible 
produce! 
the prov 
The | 
to follo 
cising | 
the ac 
or (b) 
stock 
favora! 
similar 
confers 
which 
the Se 
amoun 
provid 
varieti 
In J 
June 3 
agains 
and in 
of Ital 
and cl 
by the 
under 
to the 
are iss 
factor 
We 
of im] 
consu 
and Cc 
been 
millio 
poun 
being 


mn of 
com- 
heese 
‘ham- 
) the 


oduc- 


r the 
aving 
unity 
1951, 
20sed 
Act. 
n the 
state- 
here. 
ence, 
Littee 
3, Ist 
sets 
itrols 
said 
juest 
f the 
tinu- 
Ows: 
mn of 
1 10] 
tural 
lents 


il to 


nent 
pose 


‘oOm- 
‘tion 


12T1- 
LET I1- 


rade 
s, or 


the 


ship 


104, 
1ent 


STANDBY ECONOMIC CONTROLS 611 


These findings are just as true and pertinent now as they were at 
the time of the report. 

The repeal bill did not reach the floor of the Senate until the end of 
January 1952, at which time the Senate voted to recommit the bill to 
the committee for further study. This committee filed a subsequent 
report, namely, Report No. 1225, but the same was not acted upon. 
Instead, hearings were held in March 1952 with regard to the renewal 
of the Defense Production Act At the said hearings, the Cheese 
Importers Association of America, Inc., again submitted testimony, 
facts, and arguments upon the matter in issue, which testimony and 
exhibits commence on page 806 of the record of the hearing on 5. 2594 
to amend and extend the Defense Production Act of 1950. This 
committee, in rendering its Report No. 1 2d Congress, 2d session, 
to accompany 5S. 2594, found with regard to import controls as follows: 

After careful consideration of the testimony, your committee reached the con- 
clusion that the provision in its present form is unnecessarily restrictive and 
inflexible, and may result in injury to the American export trade and to American 
producers dependent on exports, disproportionate to the benefits resulting from 
the provision. 

The committee then went on in its report to revise section 104 so as 
to follow the provisions of Public Law 590, which provided for exer- 
cising import controls where such controls are found (a) essential to 
the acquisition or distribution of products in world short supply, 
or (b) essential to the orderly liquidation of temporary surpluses of 
stock owned or controlled by the Government. The Senate acted 
favorably upon this revision, but the House passed a bill substantially 
similar to the previous controls, and in joint committee, the Senate 
conferees yielded to the House on this provision and renewed controls 
which differed from the previously existing section 104 by permitting 
the Secretary of Agriculture to allow imports of a commodity in an 
amount 15 percent over the quotas fixed for the commodity, and by 
providing for the establishment of controls on the basis of types and 
varieties of commodities. 

In July 1952, section 104, as extended, went into effect and expires 
June 30, 1953. The Secretary of Agriculture has removed restrictions 
against imports of swiss cheese, roquefort cheese, sheep’s milk cheese, 
and incidental minor varieties, but has retained restrictions on imports 
of Italian types of cheese, blue mold cheese, edam and gouda cheese, 
and cheddar cheese. Restrictions against import may be reimposed 
by the Secretary of Agriculture upon all cheese upon a determination 
under the act, and the possibility of such action is a constant threat 
to the cheese importing industry. Quotas for the restricted cheeses 
are issued to importers based upon a complicated formula, all of the 
factors of which are known only to the Department of Agriculture. 

We submit herewith facts and statistics pertaining to the volume 
of imports of foreign types of cheese, domestic cheese production and 
consumption, and cheese exports. Domestic cheese production 
and consumption, unlike the situation in the case of butter, have 
been steadily increasing. In 1952, domestic production was 1,191 
million pounds, and estimated per capita consumption was 7.7 
pounds, the latter constituting an all-time record, and the former 
being just short of the all-time record set in 1949. Imports, on the 
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other hand, were again lower than the previous year and amounted 
to 49,062,000 pounds. ‘This is about 4.1 percent of the total domestic 
production. 

The tables of statistics submitted together with this statement indi- 
cate that domestic cheese production has increased from 491,963,000 
pounds produced in 1931, to 1,191 million pounds produced in 1952. 
In the same period, per capita consumption has increased from 4.4 
pounds to 7.7 pounds. Imports, on the other hand, have decreased 
from 61,991,000 pounds in 1931 to 49,062,000 pounds in 1952. This, 
therefore, is not the situation of a new industry entering the American 
market to damage and destroy the American production. On the 
contrary, the United States production of foreign types of cheese 
derives from a market created and established by imports, and copies 
to some extent by domestic producers. It is worthy of note that 
domestic production of foreign types of cheese has been steadily in- 
creasing and that increased production and consumption of cheese 
generally reflects itself in increased production of foreign types of 
cheese. Production of Italian types of cheese in America has grown 
from 3,493,000 pounds in 1931 to 61,615,000 pounds in 1952. Swiss- 
cheese production has increased in the same period from 28,2: 34,000 
pounds to 109,400,000 pounds. Blue cheese, which was not produc ed 
in the United States at all in 1931, was developed and introduced 
from abroad and in 1952 accounted for a production of almost 10 
million pounds. Cheese imports of foreign types have been a stimulus 
to domestic production. The domestic cheese industry is a colossus 
compared to the trickle of imports from abroad. The situation may 
be likened to the fly on the elephant’s back and the inquiry of whether 
the fly was injuring the elephant. On the contrary, the giant is being 
protected against the pygmy. Even in 1950, when cheese imports 
reached the highest level since prior to World War II, the total of 
imports did not reach the amount imported before the war. In the 
same period, however, domestic production increased from 708,500,000 
pounds in 1939 to 1,171,825,000 pounds in 1950, and 1,191 million 
pounds in 1952. Also, in the same period, per capita cheese consump- 
tion increased from about 5.7 pounds per capita in 1938, to 7.5 pounds 
per capita in 1950 and 7.7 pounds per capita in 1952 

(The tables referred to follow:) 
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United States cheese imports for consu mption by variety 
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Mr. Frommer. The price of cheese in the United States is not 
seriously influenced or affected by cheese imports, but rather by an 
abundant milk supply, reduced butter consumption, and large cheese 
production. Prices of imported foreign types of cheese are sub- 
stantially higher than domestic cheese. Imported Swiss cheese, for 
example, sells for about 40 cents per pound higher than domestic 
Swiss cheese. Domestic Swiss cheese production has more than 
doubled in the last 10 years. In the period from 1948 to 1952 alone, 
domestic production of Swiss cheese has increased from 70,665,000 
pounds to 109,720,000 pounds, an increase at the rate of about 10 
million pounds per year, and a new all-time high for the fourth 
successive year. The total annual imports of this variety amounts 
to 7,561,000 pounds and is smaller than the annual rate of increase in 
domestic production. 

Prices at which imported Blue cheese sells to consumers are from 
14 to 21 cents per pound more than domestic Blue cheese. <A recent 
survey at such stores as A. & P., American Stores and Food Fair 
Stores, indicate a price for domestic cheese of from 68 to 73 cents per 
pound, and for imported cheese of 87 to 89 cents per pound. Domestic 
production has increased to 9,885,000 pounds in 1952, an increase of 
almost 5 million pounds over the previous year’s production while 
imports were cut about 2 million pounds by import restrictions. 

With regard to Italian types of cheese, imported Italian cheese is 
substantially hints in price than the domestic product. Italian 
Provolone and Reggiano cheese sell from 30 to 50 cents me pound 
higher than the domestic product. Domestic production of Italian 
types of cheese is about as high as it ever has been, with the exception 
of the vear 1946. 

Cheese imports therefore do not injure or threaten to injure the 
domestic industry. 

The continuance of section 104 seriously jeopardizes our own agri- 
cultural exports, including such products as cotton, tobacco, fruit, and 
even dairy products. The chief countries from which we import 
foreign cheese are among our best customers for agricultural products. 
The record of our agricultural trade with these jouniatie during 1951 
was as follows: 

United States agricultural trade, 1951 





In millions of dollars 

Ex s Im} ts 
De iark 20.4 10.4 

I * 18 27 
8 47.1 
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Source: U. 8. Department of Agriculture, Office of Foreign Agricultural Relatior 


The cheese importers are a group affected with a personal interest 
in this matter. So, also, are domestic cheese producers. We urge 
that beyond the facts, statistics and argument which we submit 
herewith, showing a steadily increasing cheese production through 
the years, without any similar increase in imports, that the results . 
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of various studies of the subject by experts and organizations with 
a wider overall interest be given substantial weight. 

In this connection we refer this committee to the report just 
handed to the President by the Public Advisory Board for Mutual 
Security. This Board is composed of representatives of business, 
labor, agriculture, and finance. The investigation of this Board was 
extensive and continued over a period of 6 months. Heading the 
list of its 10 recommendations was the proposal that decisions on 
foreign-trade policy be based on national interest rather than the 
interest of particular industries or groups. The Public Advisory 
Board’s report states that 

If this country does not take measures to facilitate an increase in imports, 

United States exports will fall and American industry and agriculture will be 
seriously affected. 
Among the 10 recommendations of the Board is the repeal of section 
104 of the Defense Production Act and the elimination of quotas on 
agricultural products. This report is the result of a detailed study 
of the problem involved, not from the point of view of the domestic 
producer, importer, or exporter alone, but of the welfare of the 
country as a whole. 

The report is significant in that its recommendations are based 
as much on the need for strengthening the domestic economy as on 
the desirability of aiding friendly foreign nations. In the case of 
agriculture, the report points to our particularly great taken in ex- 
ports. Exports accounted for more than 20 percent of United States 
production of 6 key agricultural commodities, and of these, rice, 
cotton, and wheat exports were over 35 percent of total output. 

tecognizing the facts implicit in the above figures of our foreign 
agricultural trade, the outstanding farm and agricultural organiza- 
tions in the United States, including the American Farm Bureau 
Federation and National Grange, have strenuously opposed the 
continuation of this section of the act. I quote from the press of a 
few wecks ago in this connection: 

In a statement issued today outlining its position, the Farm Bureau said 
‘an outmoded United States foreign economic polic v is enabling Russia to gnaw 
away at Western European trade and steal the United States farm market bit 


by bit.” 


The National Grange outlined a similar viewpoint in the current issue of its 


national monthly. 


Both said Great Britain and other western European countries are cutting 
down on American farm products because they don’t have enough dollars. 

They said these countries are not permitted to earn dollars in this country 
because of restrictive United States tariff and trade policies 

As a consequence, they said, these countries are entering barter agreements 
wi Russia under which they get Russian farm products in return for western 
European industrial products which this country would like to keep away from 
the Sx ets. ’ 

The Grange, in its statement, asked: ‘‘Why has Western Europe been com- 
pelled in the current vear to buy a majority of her feed grains from our mutual 
political enemies behind the Iron Curtain? We, as a nation, cannot abandon 
the idea of being commercial allies and expect to be successful as political or 


military allies. We must sell food to Western Europe, but if we do, then must 
import the things she has to sell.’ 

In addition to the farm organizations and agricultural groups which 
oppose the continuation of restrictions against imports, there has been 
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a wave of opposition expressed by trade groups aod industrialists 
throughout the United States. The rs ‘troit Board of Trade published 
a statement of policy on November 1, 1952, which characterizes the 
quota svstem as “‘the most vicious te: of trade restriction,” and goes 
on to state: 


Perhaps the worst example of the use of the quota system is contained in section 
104 of the De fense Production Act of 1951. In this legislation Congress placed 
extreme restrictions upon the oes ation of vari ious cheeses from I oS un coun- 
tries wiieharits the Scandinavian nations, Holland ar ‘cn ( | 

The effect of this legislation an our friends in Europe was most severe. 
Through the Marshall plan we had spent tremendous en of American tax 
dollars in order to improve the dairy industry of these various nations so that 
thev would be able to sell these natural products to the Unite d States. thus obtain- 
ing dollar credits to exchange for those manufactured goods thev so badly need 
to import from this Nation. Section 104 of the Defense Production Act nullified 
much of the good accomplished by foreign aid and American tax dollars over the 
past 4 vears * * * 

The establishment of quota restrictions within the United States makes it 
virtually impossible for us to argue or to fight against quota restrictions placed 
by other nations on American products. The quota system is contrary to every 
pri ciple of private business and free enterprise. 


The National Foreign Trade Council, at its 39th convention in 
November 1952, published a declaration of policy which pointed out 
that 


increased imports are necessary also in order to enable other friendly nations 
ty } 


to pay for the goods and services they need from this country, thus helping 
h our future export volume 





preserve and expand the foreign markets upon whit 
will depend. 

Industrialists and banking institutions, including Henry Ford I] 
and Winthrop W. Aldrich, formerly chairman of the Chase National 
Bank, previously Ambassador to England, have called upon the 
abandonment of the import-quota system, which is contrary to every 
prince iple of free enterprise. 


The policy of ‘Trade, not aid” has been heralded throughout the 
country as ey way to greater security and economic stability in the 
fre e world. The State Department, recognizing the validity of 


‘Trade, not aid,” is continuing that policy in the present administra- 
tion. In the press of March 4, 1953, Mr. A. Z. Gardiner, economic 
adviser in the Department of State, was quoted as making the avin 


ing statement before a meeting of the Tea Association of the ited 
States: 

We can hope for a continuation of a policy which originated in the thirties and 
which looks to the removal of restrictions in our import program and in the import 
programs of other countries—elimination of barriers to trade which provide an 
unde siral le and unwarranted degree of prot tion for domestic arkets lf 
other countries are to earn our dollars, which they need to enable them to pur- 


chase our exports, they must be able, in turn, to sell more freely to the United 
states 

The State Department but recently issued a very ee 
booklet under the title “Together We Are Strong,” which, in very 
simple and direct language, points out that import restric stele stifle 
trade to the detriment of the country as a whole. We quote from 
this publication as follows: 

In 1951 we sold to other countries $4 billion worth more of goods than we 


bought from them. Since 1920 our sales have been approximately $70 billion 
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more than our purchases. The difference has been made up largely by the United 
States giving or lending these other countries the dollars to buy our goods. The 
net result has been, in effect, a subsidy of our export business. Without this, our 
export business would have been cut way down. Out cotton, tobacco, and wheat 
farmers, our machine-tool, chemistry, and oil-product industries would have lost 
the market for a large part of their total output. 

On a permanent basis this kind of subsidy is not a satisfactory way of doing 
things. The other nations do not care for it We do not. It is necessary under 
prevailing conditions, but only as a temporary expedient. 

These other nations must be given a fair chance to earn the dollars they 
need. * * * 


Most of these nations' produce goods of some kind. They would like to sell 
these goods to us. 





The catch has been that we, in many cases, have refused to permit them to do 

We have preached increased productivity to these nations. Higher produc- 
tivity as the way to prosperity and therefore to peace is the theme song of our 
mutual-aid programs 

More goods and more jobs as a better life for more people. 

But without increased international trade, increased productivity makes little 
sense. ‘To increase productivity countries usually have to buy goods from other 
nations, and to pay for them they have to sell their own products. No nation 
is self-sufficient, and so failure to increase trade between countries really stifles 
rather than helps greater production. 


The goods these nations wish to sell us are limited in quantities. Against our 
own gross national product of over $325 billion a year they are barely more 
than a trickle. This trickle is, however, of tremendous importance to the pro- 


ducing nations. Frequently it is the margin between being able to pay for United 
States goods or not being able to pay for them. 

And they need our goods. They must have them. Otherwise the defense 
program and the “‘brave new world” program both will fall flat on their faces. 

The effect of the imposition of restrictions against cheese imports 
can be determined by comparing figures for the fiscal year July 1950-51 
with the fiscal year July 1951-52. In the former year, while there 
were no import restrictions, cheese imports totaled 60,670,000 pounds, 
or approximately the same volume as prior to the war, for a total 
value of $25,449,000. Under import controls in the fiscal year 
1951-52, imports were cut to 43,928,000 pounds, the value of which 
was $19,304,000, or a reduction of $6,145,000 (source: U.S. Depart- 
ment of Agriculture, O. F. A. R.). While this volume is inconse- 
quential with regard to our own economy, it is of enormous import- 
ance to the countries exporting cheese, which countries have found it 
necessary to “retaliate”? by spending less dollars for our own products. 

The Dutch and the Canadians have both announced that they will 
be able to take less American wheat and flour. Similarly, the other 
countries, including New Zealand, Australia, Denmark, Italy, and 
the rest of the countries affected, have protested these restrictions. 
As stated in this committee’s Report No. 790, referred to above, 10 
nations protested the enactment of section 104. These nations have 
since then protested again and again the continuance of these re- 
strictions, and the pro-Communist elements in these countries have 
been laying great stress upon the fact that the United States preaches 
one policy but practices another. 

In conclusion, we request that the import restrictions contained in 
section 104 of the Defense Produétion Act be ended. The enormous 
injury to our own economy and to the friendly world is such that the 
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protection of a particular group does not justify the continuation of 
such restrictions. ‘This is especially true in the case of cheese, where 
we have endeavored to show there is no compelling necessity for the 
imposition of such restrictions. We have, naturally, dwelt upon 
cheese, as it is the product with which we are particularly concerned. 
However, the general principle applies with reference to all products. 

Trade is the lifeblood of this Nation. We had as well add briar 
pipes—and all of the other ‘‘briar pipes’? products—to the list of re- 
stricted products. If each country adopted the policy that the 
products it makes must be protected against imports, our foreign 
trade would be destroyed. If we don’t buy the products of other 
nations, they cannot have the dollars with which to buy our products. 
This includes our farm products as well as our automobiles, type- 
writers, machinery, and other diversified products. We cannot 
forever “prime the pump” by giving away money, at enormous cost 
to our taxpayers, to subsidize our exports. As pointed out in the 
various publications above, a strong economy demands a minimum 
of trade restrictions. The termination of the restrictions contained in 
section 104 of the Defense Production Act is an important and in- 
dispensable step in that direction. 

I want to thank this committee for the opportunity availed us of 
appearing here today in connection with 8. 753, 

\[y statement and testimony concerns itself with the controls 
embodied in section 104 of the Defense Production Act, restricting 
the importation of cheese. Our association is vigorously opposed 
to the continuance of these restrictions. 

I have submitted this statement containing a brief summary of the 
background of the legislation in question and the pertinent statistics 
with regard to domestic manufacture of cheese, imports and exports 


i 


of cheese, consumption of cheese, and comparative prices. I would 
like at this timé to demonstrate some of the points made in our brief. 

First, I would like to submit to you two graphs, which | herewith 
hand to the reporter. 

The CuarrmMan. Without objection, they will be inserted in the 
record at this point. 

(The graphs referred to are as follows:) 
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Mr. Fromer. The first of these graphs is entitled “Cheese Imports, 
Domestic Consumption, 1931-52.’ These graphs were originally 
prepared last summer, but have been brought down to date by adding 
the year 1952. ‘The figures contained in the graphs were taken from 
statistics published by the United States Department of Agriculture 
and the United States Department of Commerce. The statistics are 
contained in the tables attached to my statement. (See p. 629.) 

The graph indicates the increase of domestic cheese production 
from 492 million pounds in 1931 to 1,150 million pounds in 1951 and 
about 1,195 million pounds in 1952. You will also note from the 
chart that in the same period of time domestic cheese consumption 
has increased from 4.4 pounds per capita to an alltime high of 7.7 
pounds per capita. 

With regard to imports, the graph demonstrates the decline of 
cheese imports, for the second successive year, to 49 million pounds, 
and the fact that cheese imports have not reached the prewar level 
at any time since the war years. 

The second chart, entitled “Ratio of Cheese Imports to Domestic 
Cheese Production, 1931-52,’ demonstrates that, whereas cheese 
imports amounted to 12.6 percent of domestic cheese production in 
1931, it represented 4.5 percent in 1951 and 4.1 percent in 1952 

It will be noted from both charts that, although section 104 was 
presumably liberalized in July 1952, the volume of imports and the 
ratio of imports to domestic production continued its decline from 
the year 1950. 

With regard to the price aspect of imported cheese, we have stated 
to you before, and we repeat, that the price of foreign types of im- 
ported cheese are higher than the price of the domestic cheese. | 
submit to you herewith quotations contained in the New York 
Journal of Commerce of yesterday, March 12, 1953, and draw to 
your attention the prices quoted for the foreign types of cheese. 
These are the prices of cheese at the wholesale level in the city of 
New York. 

The CHarrMAN. Without objection, the material will be included 
in the record at this point. 

(The material referred to is as follows:) 

CHEESE 

Receipts (March 10)—384,570 pounds. Fresh American cheese markets 

continue unchanged with a weak undertone and heavy selling of Cheddars to the 


Government at the support price. 


Domestic varielies 


Cheddars _ - 394-42 | Process, 5 pounds_ _. 41-4213 
Cured_- 16 —54|} Romano ee ee 
Single Dais ; 12 —43)| Provolone__- ; _... 51-54 
Cured 1S 54} Gorgonzola_____- ‘ _.. 60-62 
Yug Ame’s_- 5s $2 13) Blue__- sal _... 56-60 
Cured 48 —54| Sardo-_-_-_- 7 _... 58-62 
Flats 412146-44| Domestic Swiss bes_-_--_- _... 45-47 
Cured 1S 56 | Others. ea oe 
Midgets 13 $5 | 


Cured _ 18 -—56} 


Argentir 
Sbr 
Reg 
Denmar 
Por 
Swi 
Finland 
France, 
Holland 
Bal 


Mr. 
per po 
pound. 
is even 

Don 
Provol 

Don 
impor 

Don 
import 

Dor 
Italia 

Dor 
Switze 

The 
of Col 
produ 
produ 
reache 
for bhi 
per pe 

In 
leadin 
photo 
was d 

A. & 
chees 
porte 
prod 
Store 
the di 

Th 
in th 


(TI 


ports, 
rinally 
.dding 
1 from 
ulture 
cs are 
9.) 

iction 
1 and 
n the 
iption 


ot Tad 


ne of 
unds 


lev el 


nestic 
‘theese 


on in 


t was 
d the 
from 


tated 
f im- 
York 


LW to 


luded 


STANDBY ECONOMIC CONTROLS 623 


Imported varieties 


Argentine Sardo_.. 0. 53-0. 55 | Italy Pecorino Sardo Ro- 
Sbrinz . 59—- . 62 mano 0. 78-0. 80 

Reggionito : . 60— . 62] Pecorino Romano, 15 
Denmark blue . 63-— . 67] pounds : . 85- . 90 
Port du Saint . 52- . 54] Gorgonzola . 65- . 68 
Swiss ; Provolone _ 75- . 78 
Finland, Swiss . 56— . 59) Switzerland Swiss . 80—- . 83 

France, Roquefort . 96— . 98} Gruyere 6 8-ounce pack- 
Holland, Edam .53-— . 55] ages __ - 5. 70-5. 95 

Baby Gouda . 65—- . 67} Gruyere 6 6-ounce pack- 
ages. - 1. 45-470. 


' 


Mr. Fromrer. Domestic Romano cheese is quoted at 67 to 69 cents 
per pound; Italian Romano cheese is quoted at 85 to 90 cents per 
pound. Iam informed that for various brands from Italy the price 
is even higher than this. 

Domestic Provolone is quoted at 51 to 54 cents per pound; imported 
Provolone is quoted at 75 to 78 cents per pound. 

Domestic Gorgonzola is quoted at 60 to 62 cents per pound, while 
imported Gorgonzola is quoted at 65 to 68 cents per pound. 

Domestic blue cheese is quoted at 56 to 60 cents per pound, while 
imported blue cheese is quoted at 63 to 67 cents per pound. 

Domestic Sardo cheese is quoted at 58 to 62 cents per pound, while 
Italian Sardo is quoted at 78 to 80 cents per pound. 

Domestic Swiss cheese is quoted at 45 to 47 cents per pound, while 
Switzerland Swiss is quoted at 80 to 83 cents per pound. 

These varieties comprise all of the foreign types listed in the Journal 
of Commerce quotations, and in each case, the price of the imported 
product is higher, and generally substantially so, than the domestic 
product. ‘This difference in price becomes greater when the product 
reaches the consumer level. For example, a recent survey of prices 
for blue cheese indicates a difference of anywhere from 14 to 21 cents 
per pound more for imported blue cheese than for domestic blue cheese, 

In connection with this survey, various purchases were made at 
leading chain stores. I submit herewith for your consideration 
photographs of the cheese purchased at the time of the survey, which 
was during December 1952. Imported blue cheese, purchased at the 
\. & P. Stores, sold for 89 cents per pound, whereas the domestic blue 
cheese sold for 73 cents per pound. At the American Stores, the im- 
ported product was selling for 87 cents per pound while the domestic 
product was selling for only 68 cents per pound. At the Food Fair 
Stores, the imported product was selling for 89 cents per pound while 
the domestic product was selling for only 69 cents per pound. 

The CHarrMan. Without objection, the pictures will be included 
in the record at this point. 

(The pictures referred to follow:) 
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Mr. Frommer. I went into Macy’s cheese department 3 days ago to 
compare the prices of some of the cheeses. Macy’s maintains one of 
the largest varieties of different types of cheese. I noted that the 
[talan varieties of cheese which they were offering for sale were 
quoted as follows: 

Romano, domestic, 98 cents per pound, Italian, $1.44 per pound; 
Provolone, domestic, 79 cents per pound, Italian, $1.24 per pound; 
Parmesan, domestic, $1.19 per pound, Italian, $1.59 per pound. 

I went into one of our chainstores about 2 days ago, Food Fair, and 
I purchased some Romano cheese. I hold in my hands two pieces of 
Romano cheese. The one in the right hand is just labeled, “ Ro- 
mano.’ It is domestic. It is marked 89 cents. In my left hand I 
hold import ted Romano, and the price is $1.15 

The Cuarrman. Did you bring it down to the staff for lunch? 

Mr F ROMER. We will come to that next. 

From the price standpoint, therefore, domestic producers have 


othing to worry about from imported cheese. The imported product 
is in no case undercutting the domestic product. The import re- 
strictions impose various hardships not readily apparent. 


For example, I would like to deal with Italian-stvle cheese for a 


moment. Under the present restrictions, the volume of Italian-type 
cheeses made from cow’s milk which may be imported during the 
quota vear is 9,200,000 pounds. According to the announcement of 


the Secretary of Agriculture of February 3, 1953, import authorizations 
which have been issued for this type of cheese for the entire quota 
period amount to 9.158.059 pounds 

Imports are restricted not only as to type and quantity of cheese, 

it as to country of origin. The import authorizations for Italian 
varieties of cheese made from cow’s milk are divided between Argen- 
tina and Italy, and the total authorization for imports from Italv is 
{12 pounds, and from Argentina, 5,643,959 pounds. This 
vision is based upon a formula which takes into account the historical 
ords of importers during the years 1948, 1949, and 1950. We must 


ognize that during this period Italy was just getting back on her 

( Her record on this product was not in accordance with what we 
consider normal. — 

Recognizing that this formula is not entirely suitable with regard 

» this type of cheese, the Secretarv of Agriculture has permitted 

nsfers of licenses, upon application, to import one-third of the 

Oo tion from Italy instead of from Argentine, or vice versa. 


The above quantities of authorizations are the amounts after such 


er their regulations, to guarantee 


passag of merchandise by the United States Food and Druge 
Administration. The Italia ee and all exporters do issue 


such guaranties his fact makes it difficult, if no mpossible, to do 
isiness. The result is that. of oe 5,643,959 pounds authorized from 


Argentina, only about 1,540,000 pounds were imported in the first 6 
months of the quota pe riod, July to December 1942, or about one- 
quarter of the authorized amount. 


On the othe! gon. of the 3.513.342 pounds of this type of cheese 
authorized to be imported from Ital ly, 2,252,865 -~" nds, or about 
two-thirds of the a aoa zed amount, were imported during the first 


6 months of the quota period. 
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I would like to call attention to the mistake of Mr. Holman, which 
appears on page 18 of the transcript, where he says: 

I might state there that the original quota given Italy was so large that Italy 
was unable to export to us as much cheese as she would have been allowed to by 
Secretary Brannan. 

Consequently, when Italy was unable to furnish us the cheese that they were 
yelling about that they could not ship to us, it became necessary for the Depart- 
ment of Agriculture to shift the license to another country and, as I recall, it wa 
shifted down to Argentina. 

If the rest of his statement is as fallacious as that one, I submit it 
has absolutely no value, because just the reverse is true. It has been 
from Argentina and Italy. Even now we are making additional 
appeals and seem to be unable to get anywhere at the present time 
because we have a comparatively large, unused permit from Argentina, 
because of the difficulty of doing business with Argentina, while we 
are unable to get cheese from Italy, which cheese, incidentally, sells 
at a very much greater price than the domestic product. 

The point demonstrated is the difficulty of doing business under 
the import restrictions in question. Not only is the amount and type 
and variety restricted, but the country of origin as well, and in the 
case of Italian cow’s-milk cheese, which is one of the most important 
types of imported cheese, even the amount presumably authorized 
by the Secretary cannot be imported because the importer is not 
permitted to bring the cheese from the country where available under 
normal business practices. This is so even though the price of this 
type of cheese is substantially higher when imported from Italy than 
when imported from Argentina. 

With regard to blue cheese, I would like to refer to another state- 
ment by Mr. Holman, that in 1945 and 1947 the only blue cheese in 
this country was the cheese that was made here. He neglected to 
point out that in the year 1938, and prior to that, blue cheese was 
imported from abroad and we made practically no blue cheese in this 
country at all. 

Also, in connection with Mr. Holman’s statement, he says that 
about the same amount of blue cheese is imported as is made here. 
That is not correct. As you will note from the tables that we have 
submitted, about 10 million pounds of blue cheese was made domes- 
tically in 1952 as against about 3 million pounds of imported, for a 
combined total greater than ever before in the history of the industry. 

In our statement, we have cited the fact that the continuance of 
the provisions of section 104 seriously jeopardizes our own agricultural 
exports. I will submit from a publication of the Department of 
Agriculture, Office of Foreign Agricultural Affairs, and direct to your 
attention tables 2 and 3, which set forth in millions of dollars the 
amount of our exports and imports of agricultural products to and 
from Europe. 

The CuarrmMan. They may be inserted in the record. 

(The tables referred to follow:) 
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TABLE 3.—United States foreign agricultural trade with Europe: Imports 
Million dollars] 
A 
46 1947 1948 1044 1950 1951 
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Mr. Fromer. These figures are summarized in our statement and 
indicate that to the countries which are our main European sources 
of cheese, we export anywhere from 3 to 150 times as much agricul- 
tural products as we import. How can we expect to continue this 
trade if we offend our best customers, and make it impossible for them 
to earn the dollars necessary to buy our exports? 

During the last several years prior to the imposition of these restric- 
tions, our exports of cheese exceeded our imports. For the last fiscal 
year, July, 1, 1951-52, however, exports and imports of cheese were at 
about the same level. There were imports of 43,928,000 pounds and 
exports of 42,177,000 pounds of cheese. 

All imported cheese is subject to customs duty varying from 15 
percent to 25 percent ad valorem. I submit herewith a schedule of 
the duty applicable to the different types of cheese. 

(The information referred to follows:) 
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Schedule of duty on cheese 
Descriptio f product Rate of duts 
Blue-mold cheese in original loaves 3 cents per pound, but not le 
15 percent ad valorem 

Roquefort in original loaves Do. 
Cheddar, not processed otherwise than by Do 

division into pieces, 
Edam and Gouda, containing 40 percent or Do. 

more of butterfat 
Bryndza, in casks, barrels, or hogsheads, 34 cents per pound, but not less than 

weighing with their contents more than 17 percent ad valorem 

200 pound 
Cheese made 1eep’ ill litable 3% cents per pound, but 1 

for grating ide s Pecroino, percent ad valoren 


Swiss cheese or cheese having th > 5 cents per pound, but 


171 
id 


formation characteristic of Swiss or Em- 20 percent ad valorem 

Goya and Sbrinz in original loaves 5 cents per po 
25 percent ad val 

All other cheese and cheese substitu , § nts per po 1, bu 
20 percent ad valorem. 

Mr. Fromer. A large part of our agricultural economy is dependent 
upon exports, and it is economically unsound, both from the position 
of producers, and the country as a whole, to jeopardize the continuance 
of these exports by the imposition of import restrictions 

The cheese importers, as a group, are affected with a personal interest 
in this matter are the domestic-cheese producers 

have made the point before, and we wish to make the point 
again, that imported loreign types ot ¢ heese stimulate domestic-cheese 
production. Many of the types now being produced in the United 
States were first imported from abroad and developed here. This 
would be true of blue cheese, Gruvere cheese, the Italian stvles ol 
cheese, and many other prominent cheese products. The present 
restrictions stifle such stimulus to domestic production, 

Our per capita cheese consumption in the United States has been 
growing steadily over the vears and still is nowhere near the amount of 
cheese consumed per capita in European countries. There is consider- 
able room for improvement, but by the present restrictions, we are 
preventing new types from entering this market. 

For example, I have with me a type of cheese that is not produced 
in the United States. It is a processed Gorgonzola cheese produced 
and marketed with great favor in Italy. Under the present restric- 
tions, it is impossible for the firm aide fh manufactures this cheese to 
ship it to the United States because there are no means of importing 
the product. Since quotas are restricted to type and variety, and are 
based upon a historical record for the years 1948—50, there is no quota 
available for this variety of cheese, as it was never imported during that 
period. There is no provision under the restrictions under which new 
types and varieties can be imported by cheese importers. The result 
is a stifling of the growth of the industry. 

I hope you will taste this cheese. It is disgraceful that we should 
not pe rmit the cheese to come into the country. It is a cheese that 
is not made here and one that could lead to a new industry. 

The CHarrRMAN. Why is it not permitted? 

Mr. ee R. Quotas are based on prior years. 

The CuarrMan. There is no provision under the law or the regula- 
tion to permit any new type of cheese to come in? 
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Mr. Fromer. Exactly. In fact, the law says it shall be restricted 
by types and varieties. If they did not exist in the base period, there 
is no place for it in the industry today. 

A statement was made in previous testimony that trade has been 
restricted, and Denmark was pointed out. I might say that with 
the restrictions to dole the dollars out, they have to be careful 
about it 

The CHarrMan. They are restricted by the dollars and not their 
wants or desires? 

Mr. Fromer. It is not to protect the domestic industry in Den- 
mark, but in order to allocate the money where it is needed most for 
American machinery, and so forth. 

Perhaps if we had a freedom of trade, if we did not have the re- 
striction against the Danish cheese, they would have that much 
more money and that much less need to restrict their imports. 

Mr. Chairman, we have cited to you the study of the Publie Ad- 
visory Board for Mutual Security. This board is composed of rep- 
resentatiy es of business labor, agriculture, and finance. The investi- 
gation of this board was extensive and continued over a period of 6 
months. Heading the list of its 10 recommendations was the pro- 
posal that decisions on foreign trade policy be based on national 
interest rather than the interest of particular industries or groups. 

The Public Advisory Board’s report states that 

If this country does not take measures to facilitate an increase in imports, 
United States exports will fall and American industry and agriculture will be 


seriously affects 


Among the 10 recommendations of the Board is the repeal of section 


104 of the Defense Production Act and the elimination of quotas on 
agricultural products 

Recognizing the facts implicit in the above figures of our foreign 
agricultural trade, the outstanding farm and agricultural organizations 
in the United States, including the American Farm Bureau Federation 
and National Grange, have strenuously opposed the continuation of 
this section of the act. 

In addition to the farm organizations and agricultural groups which 
oppose the continuation of restrictions against imports, there has been 
a wave of opposition expressed by trade groups and industrialists 
throughout the United States. The Detroit Board of Trade published 
a statement of policy on November 1, 1952, which characterizes the 
quota system as “the most vicious tvpe of trade restriction.” 

Industrialists and banking institutions have called for the abandon- 
ment of the import-quota system, which is contrary to every principle 
of free enterprise. 

The policy of “trade, not aid”? has been heralded throughout the 
country as the way to greater security and economic stability in the 
free world. The State Department, recognizing the validity of 
“trade, not aid,’’ is continuing that policy in the present adminis- 
tration. 

In yesterday’s New York Journal of Commerce I noted that even 
the Department of Agriculture has called for the lowering of import 
barriers. | quote Mr. Short, who states: 

American farmers are planting 55 to 60 million acres annually for export 
markets, and requested a lowering of import barriers to enable potential customers 
of agricultural products to obtain dollar purchasing power. 
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The effect of the imposition of restrictions against cheese imports 
can be seen in comparing figures for the fiscal year July 1950-51 with 
the fiscal year July 1951-52. In the former year, while there were no 
import restrictions, cheese imports totaled 60,670,000 pounds, or 
approximately the same volume as prior to the war, for a total of 
$25,449,000. Under import controls in the fiscal year 1951-52, 
imports were cut to 43,928,000 pounds, the value of which was 
$19,304,000, or a reduction of $6,145,000. 

While this volume is inconsequential with regard to our own 
economy, it is of tremendous importance to the countries exporting 
cheese, which countries have found it necessary to retaliate—and | 
use that word in quotes—by spending less dollars for our own products. 

I have cited the reasons set forth in this committee’s report of 
September 1951, supporting repeal of section 104. (See p. 610.) 

I would like to make some further brief comments and point out 
that, whereas the decrease of milk production was used as an argument 
in favor of import controls in order to increase milk products, a vital 
food, now the increased production is cited as a reason to retain 
controls. 

Similarly, when cheese production is low, they agree we must 
restrict imports to encourage production, or it is argued that imports 
are impairing production. But when domestic cheese produc tion is 
high, it is argued, we must restrict imports to protect the market 
against the necessity of the Government buying the surplus. This 
argument is implicit in the criteria embodied in section 104, itself, 
because under the criteria (a) which says that the Secretary shall 
impose controls when he finds that imports impair or reduce domestic 
production, that would indicate that when production is down he 
should invoke controls, and under criteria (c) when production may 
result in an unnecessary burden or expenditure, which means the 
Government has to come in and support the price, he must impose 
controls for that reason. 

That is exactly what has happened under this law. When we 
went to the Secretary of Agriculture in 1951 he said, ‘“Milk production 


is down. We must stimulate it by imposing controls.”” When we 
go to him now, io says, ‘Milk production is up and we are buying 
cheese. We have to have controls because we have to ‘jalige the 


market.” It is denied if you do and damned if you don’t. 

With reference to currency, I would like to point out that the 
arguments with reference to currency would be equally as valid when 
applied to any imported product, whether it be a dairy product or 
other product. If it were valid, then section 104 should include 
every imported product and not just a dairy product. Also, in this 
connection, a statement was made about Denmark having devalued 
its currency in 1949. I would like to point out that in that year, 
all of the countries in the sterling bloc did the same thing on account 
of the action of Great Britain in that connection. 

They were forced to do the same thing to stabilize the currency, not 
to undersell American producers. Since then, the relationship be- 
tween currencies has become pretty much the same. 

A statement was made in the record that Danish blue cheese prices 
were set by a Danish quasi-governmental agency. I would like to add 
the reason that they suggest prices is in order to protect the product 
from coming into the United States at a price which might be lower 
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than the domestic product; in other words, it is to insure that under no 
circumstances would the imported product compete on the same level 
of price as the domestic product. 

In conclusion, I would like to state that we all agree that trade is 
the lifeblood of this Nation. We might as well add briar pipes and 
all of the other “briar pipes” products to the list, if each country 
adopted the policy that the products it makes must be protected 
against imports, because then our foreign trade would be destroyed. 
If we do not buy the products of other nations, they cannot have the 
dollars with which to buy our products. It is as simple as that. 
This includes our farm products as well as our automobiles, typewriters, 
machinery, and other diversified products 

We cannot forever prime the pump by giving away money at an 
enormous cost to the taxpayers to subsidize the exports. A strong 
economy demands a minimum of restrictions. That which is con- 
tained in section 104 Is an important step in that direction. 

The Cuarrman. Thank you very much. You have made an excel- 
lent presentation for your viewpoint. We appreciate your testimony. 

Mr. Fromer. Thank you. I have an article here from the New 
York Times of October 31, 1952, which I would like to have included 
in the record. 

The CuHarrMan. Without objection, that will be done. 

(The article referred to follows: 


INCOMPREHENSIBLE GIFT 


The Danish repre itive at tl irrent Geneva session of nations belonging 
to the General Agreement on Tariffs and Trade put the case this way: ‘‘To the 
a the stree t nprehensible that the United States prefers to continue 
to assist us through dollar grants from the American taxpayer, thereby keeping 
a gift-receiving nation instead of allowing us to pay in goods for dollars 
we urgently need to buy American products.”’ 
We de t wonde t i Ss attitude 


t 1 at incomprehensible to ‘the man in the 
street’? in Denmark, in the Netherlands, in Australia, and in all tl 


a e other countries 


that want to trade with the United States rather than beg from it. It is incom- 
prehensil any Am s, too. The explanation of this strange policy is, 
however, simple it is politically easier to add to the burden of the ‘‘general 
taxpayer which means all of us, and therefore unorganized—than to adhere to 
trade policies that bring real or fancied injury to specific groups which represent 
special interests and are, therefore, highly organized 

That is the explanation for what happened last year with the famous ‘‘cheese’”’ 
amendment, which in considerably modified form is still the law. Against oppo- 
sition from the administration, Congress imposed limitations on importation of 
cheese and continued the embargo on importation of butter. To the argument of 
our friends overseas that this action (taken on behalf of American dairy interests) 


directly contravened the General Agreement on Tariffs and Trade, the United 
States delegation simply has no answer 

What is the result? The United States, which during the past two decades has 
taken the lead in reducing trade and tariff barriers and in urging others to do so, 
is placed in the position of appearing to backslide. We undermine the confidence 
we have built up over the years that we really are serious about liberalizing the 
channels of trade; and we undercut the forces in other countries that have also 
been working in the same direction. Furthermore, we bring on the inevitable 
retaliation: The Dutch announce that because we are taking fewer Dutch cheeses, 
they will be taking less American flour. Australia, long suffering from the butter 
embargo and worried over a possible rise in the wool tariff, hints at retaliatory 
action. So does New Zealand. We must learn again that our reciprocal trade 
policy—with accent on the reciprocal—is the only trade policy that makes political 
and economic sense. 





The CuarrmMan. I have two statements which will, without objec- 
tion, be inserted in the record at this point. 
The statements referred to follow: ) 
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ider no STATEMENT OF ADOLPH C. DoLDER, SECRETARY, SWITZERLAND CHEESE 
1e level ASSOCIATION, INC. 


The Switzerland Cheese Association, Inc., isa New York corporation, organized 
rade is in 1929 to assist in the marketing of cheeses of Switzerland. 
es and This statement is concerned only with section 104 of 8S. 753, ar d in particular 
with the proper interpretation thereof insofar as it affects cheeses such as Switzer- 
ountry land swiss, which are not in competition with cheeses produced in the United 
tected States of America 
roved. Section 104 in its present form has been interpreted by the Secretary of Agri- 
ve the culture in accordance with the clearly expressed legislative intent, as not au- 
thorizing the imposition of controls with respect to Switzerland swiss and certain 
s that. other types or varieties of cheese which, because of their higher United States 
yriters, selling price, are not competitive with domestic cheese 
The legislative intent was clearly expressed with respect to the legislation now 
in force by the sponsors thereof, by the Banking and ( urrency Committees of the 


House and Senate, which held hearings on the legislation; > committee of 


at an 


strong } 


nference, which agreed upon the legislation in it I form, and by 


the 
S con- spokesmen for the committees in both Chambers in ‘esenting the legislation 
final vote. For the convenience of this committee nl legislative history 
excel- is set t at some length in appendix A, attached hereto hich I respectful 
t be included in the record of this hearing 
mony. reason for not authorizing controls with respect to noncompetiti 
New ) ariet of cheese is that their importation does not violate any 1 of th 
cluded standards to be invoked by the Secretary in determining the need for controls, 
the effects of imports 1) on domestic proauction 2) or marketi 
storage; and (3) on price-support programs As stated by the Senate ( 
mittee on Banking and Currency in report No. 1599 to accompany 8. 2594, 
97 / o 


mets 
Items which are not directly competitive with one another should not be 
barred from import merely because their importation might have an indirect but 
fect upon other articles of commerce covered by the criteria for import 
forth in this section.”’ 
noted that this comment by the committee was made with respect 
of the legislation which had not yet been changed to specifically 
thorize consideration of ‘‘types and varieties’ in making detern 
e propriety of controls. As more fully set forth in appendix A, the addition 
of the express authority concerning differentiation as types and varieties con- 
firmed and clarified the original legislative intent 
The reasons motivating this legislative intention and the appropriate inter- 
pretation of the legislation of course continue to be valid. The necessity and 
justification for this limitation on the exercise of the aut ity to impose controls 
are clearly supported by the quantity and United States selling price of cheeses 
of Switzerland imported since the effective date of the section in its present form 
on or about June 30, 1952. 
Statistics as to the quantity of imports since August 1, 1952, are available only 
up to November 30. 1952. so that it is possible to compare only this 4-month 


Tie ese’? 


period following the removal of controls on this product with a similar 4-month 
period in 1951, when such controls were in effect. Comparative figures are as 
follows: 


Oppo- 
tion of 
1ent of 


erests) 


United TABLE I. Imports nto the United States of Switzerland swiss cheese for comparative 
pe riods before and afte r removal of controls 

do on, Period: ; met 

fidence August—November 1951 . ‘ 3 She ; ¥ 10, 626 
August—-November 1952 ‘ oe 2, 863, 471 

ng the 

e also The quantity of Switzerland swiss cheese estimated to be imported during the 

yitable entire year 1952 is approximately 6,000,000 pounds, which is considerably below 


1eeses, the prewar importation. During the same period, the quantity of domestic swiss 
butter produced has risen from approximately 42,000,000 to 105,000,000 pounds in 1952. 
jiatory Obviously, both on a relative and absolute basis the production of domestic 
trade swiss has far outstripped the imports of Switzerland swiss, and this trend has 
litical continued since the removal of controls, and will undoubtedly persist in the future. 
The disparity in prices between Switzerland swiss cheese and domestic has not 
only persisted but has increased, since the removal of controls, as shown in the 


»bjec- following table. 
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TasLe IIl.—Comparison of wholesale prices in New York City, before and after 
removal of controls 


Wholesale | Wholesale 





| price of | price of do- 
Period Switzerland | mestic swiss 
swiss, grade A, 
| per pound | per pound 
Cents Cents 
July 1, 1952 obdai 81-83 | 61-65 
Mar. 15, 1953 80-83 | 45-47 
| 





The drastic decline in the price of domestic Swiss cheese is not due to the 
importation of Switzerland swiss cheese, but to the general abnormal conditions 
existing in milk-producing States where milk production has increased approxi- 
mately 60 percent compared with last winter. 

Obviously, Switzerland swiss, selling in the United States at a substantially 
higher price than the domestic equivalent, is not competitive therewith and the 
importation thereof does not have any of the three effects sought to be avoided 
under section 104. 

The same reasoning applies with respect to other cheeses of Switzerland, such 
as process gruyere, sapsago and other minor varieties, for some of which there is 
no domestic equivalent whatsoever. 

Therefore, in the event this committee should favor the continuation of any 
import controls on cheese, Switzerland Cheese Association, Inc., respectfully urges 
that the committee recommend retention of the present language, under which 
the authority to impose controls is not to be exercised with respect to noncom- 
petitive types or varieties such as cheeses of Switzerland, and should indicate 
in its report, in accordance with the practice of its predecessor committee, its 
intention as to the proper interpretation of the language of the bill 


APPENDIX A 


Legislative history of provision in section 104 of Defe nse Production Act of 1950, 
as amended by the Defense Production Act amendments of 1952, authorizing 
import controls to be exercised separately with respect to each type and variety 
of a commodity or product 

The sponsors of the original legislation (Public Law 96, ch. 275, 82d Cong., 
Ist sess.), which became effective in August 1951, under which import controls 
were imposed on dairy products, intended that the Secretary of Agriculture should 
restrict the importation only of types or varieties thereof which were in competi- 
tion with their domestic counterparts 

Congressman Andresen of Minnesota, the sponsor of the original legislation in 
the House, stated during the debate in the House that if his amendment were 
not adopted we would have ‘‘a flood of fats and oils and dairy products on our 
domestic market coming from other countries and produced at a much lower 
cost than what we produce them for here in the United States.”’ 

Congressman Andresen further stated: ‘‘There are many kinds of cheese which 
have been imported from foreign countries * * *,. It is the intention of my 
amendment to place an embargo against importation of blue cheese or any other 
type of cheese that is presently injuring domestic production.”’ (Congressional 
Record, 82d Cong... Ist sess.. pp R065—S8066 

Also, during the debate in the House on H. R. 8210, on June 18, 1952, the 
following colloquy occurred between Mr. Multer, of New York, and Congressman 
Andresen (Congressional Record, 82d Cong., 2d sess., p. 7677 

‘“‘Mr. Mutter. I am sure the gentleman will agree with me that by section 104 
which he authored and sponsored he has succeeded in limiting the importation of 
cheeses into this country that are not in competition with any domestic cheese. 

Mr. Aucust H. ANpRESEN. Yes, but the Secretary did that. We do not ad- 
minister the law up here. I was in hope the Secretary would not show that 
discrimination.” 

Congressman Andresen’s reference was to the original legislation enacted in 
1951 

In order to clarify the original legislative intention the 1951 law was amended 
in June 1952, effective on July 1952. This was accomplished by inserting into 
the section the words ‘‘by types or varieties’’ so that it read, in part, as follows: 
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‘* * * and imports into the United States of any such commodity or product 
by types or varie.ies, shall be limited to such quantities * * *,” 

The purpose of this chan ige, and the fact that it merely clarified the original 
intention rather than altering such intention, is apparent from the following ex- 
cerpt from House Report No. 2177, 82d Congress, 2d session. 

teport from the Committee on Banking and Currency to accompany H. R. 
8210, June 16, 1952, p. 22.) 

“Your committee has concluded that section 104 should be modified in order 
to make it less restrictive. Accordingly, your committee recommends a revised 
form of section 104. This will continue to give protection to domestic producers 
of these products from injury by reason of imports. It makes clear that the state- 
ment in the original section that import controls on the specified products were 
necessary in the existing emergency was not intended to make it mandatory upon 
the Secretary of Agriculture to establish across the board restrictions on all tyres 
and varieties of the product named, and that he may consider types and varieties 
separately.” 

The language of the original section was also similarly interpreted by the Senate 
Committee on Banking and Currency according to its Report No. 1599, dated 
May 27, 1952, on S. 2594, which did not contain any reference to “types and 
varieties.’”’ This appears in the following colloquy between Senator Lehman and 
Senator Fulbright, who had been chairman of the special subcommittee of the 
committee to consider legislation on import controls. 

(Congressional Record, P. 6667, 8 82d Cong., 2d sess., June 1, 1952:) 

“Mr. LEHMAN. On page 22 of the report from the Committee on Banking and 
C urrency accompanying Senate bill 2594 there appears the following statement: 

‘Items which are not directly competitive with one another should not be 
barred from import merely because their importation might have an indirect but 
remote effect upon other articles of commerce covered by the criteria for import 
controls set forth in this section.’ 

“It is my understanding, based upon the hearings before the committee, that 
this statement was intended to exempt from import controls certain noncompet- 
itive varieties or types of a commodity, such as certain varieties or types of cheese, 
although other varieties or types of the same commodity may he competitive with 
similar domestic varieties or types and thereby subject to import control. Would 
you be kind e nough to advise me whether my understanding of that phase of 
the report is correct? 

“Mr. Futsricut. The Senator is quite right. The testimony in the hearings 
was quite clear, that the amount of cheese, particularly the cheese referred to by 
the Senator from South Dakota, is not competitive with sheep’s milk cheese, and 
it is quite different in quality, price and in every other way. 

‘Imported Swiss cheese averages from 50 percent to 100 percent more in price 
than the domestic article. It is quite a luxury item. The only item which 
could possibly give any concern in the beginning was blue cheese from Denmark, 
which is competitive in price. Imports of it amount to approximately 3,500,000 
pounds, as against well over a billion pounds of our domestic production of 
cheese. I would say the competitive feature is so infinitesimal that no one should 
be concerned.” 

Senator Aiken, the sponsor in the Senate of the language expressly authorizing 
controls to be exercised by “‘types and varieties,’’ also expressed the same con- 
ception in the following remarks in the Senate (Congressional Record, p. 6678, 
82d Cong., 2d sess., June 4, 1952): 

‘‘However, the Secretary of Agriculture adhered so rigidly to across-the-board 
quotas for all types of cheeses last year—which was not in accordance with the 
intent of Congress; at least I am sure it certainly was not my intent, and I sup- 
ported the amendment—he could have been more tolerant toward the producers 
of high-priced cheese coming from European countries—that certain difficulties 
arose and certain countries felt they were not treated fairly. Certainly cheese 
costing $1.50 a pound does not break down the price support program for cheese 
that sells for 40 or 50 cents a pound; but the Secretary of Agriculture did not see 
fit to be more tolerant in that respect. 

“T still think the Secretary of Agriculture did not apply the cheese import 
limitation as was intended by Congress last year, and I think he could under the 
amendment now proposed vary the amounts of the different types of cheeses 
allowed to be imported.” 

(Senator Aiken’s amendment was defeated when originally offered by him on 
June 4, 1952.) 
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Congressman Talle, of Iowa, on whose motion the House Committee on Banking 

and Currency adopted a similar amendment, stated as follows in the House 
p. 7780, Congressional Record, 82d Cong., 2d sess., June 19, 1952): 

\fter careful consideration, however, the Committee on Banking and Currency 
adopted my amendment to continue section 104 with some modification, as speci- 
fied in the pending bill. I shall point out briefly what section 104 in revised 
form provides It does two things: 

‘First. It permits the Secretary of Agriculture to relax import restrictions on 
certain fats, oils, peanuts, rice, butter, cheese, and other dairy products, up to an 
additional 10 percent of the import limitation for each type or variety. 

Second. It clarifies the intent of Congress to exempt from import controls 
the noncompetitive types or varieties of the specified commodities, as in the case 
of certain types or varieties of cheese.’’ 

The committee of conference, meeting on H. R. 8210 and S. 2594, agreed on the 
House preposal to incorporate the amendment as to “types and varieties” and 
reported with respect thereto as follows (H. Rept. No. 2352, as printed in Congres- 
sional Record, pp 8585-8586, June 28, 1952 

“The committee of conference desires to make it clear that this authority is 
not to be exercised with respect to types of cheeses, such as Roquefort and Switzer- 
land swiss, which, because of their United States selling price are clearly not 
competitive with domestically produced cheeses.” 

Finally, in the debate in the Senate on the bill, as reported by the conference, 
Senator Maybank, chairman of the Banking and Currency Committee, stated 
p. 8604, June 28, 1952 

‘The conferees wished to make it clear that the restrictions of section 104 were 
not intended to apply to types and varieties of commodities which are not com- 
petitive with domestic products.” 

The following colloquy also occurred between Senators Maybank and Hum- 
phre 7 7 





“Mr. Humpurey. That is correct. Let me ask one other question: Of course, 
certain commodities produced in foreign countries are in open competition with 
American farm commodities But if there is a noncompetitive item, will its 


importation be restricted under the provisions of this conference report? 

Mr. Mayspank. It will not be restricted. The motion of the Senator from 
\rkansas (Mr. Fulbright) prevailed to have such a provision included in the 
report of the managers on the part of the House.” 





STATEMENT OF Ropert F. Loren, CHAIRMAN, NATIONAL FOREIGN TRADE 
CounciL, Inc., New York 6, N. Y. 


Mr. Chairman and gentlemen of the Senate Committee on Banking and 
Currency, the National Foreign Trade Council, Inc., wishes to record its opposi- 
tion to section 104 of the proposed Emergency Stabilization Act of 1953. The 
council urged repeal of existing section 104 of the Defense Production Act of 1950, 
as amended, in communications sent to the Banking and Currency Committee 
on February 19 and March 18, 1952. 

The National Foreign Trade Council comprises in its membership manufac- 
turers, merchants, exporters and importers; rail, sea, and air transportation 
interests; bankers, insurance underwriters, and others interested in the promotion 
and expansion of the Nation’s foreign commerce. Since its inception in 1914 the 











council has been a stanch supporter of the concept of a large and expanding 
‘ me of world commerce achieved through the reduction or removal of tariff 
and other trade barriers. 

The council and national foreign trade conventions sponsored by it have in 
recent years called repeatedly for action by the United States Government 
designed to increase international trade and, in particular, to encourage a large 
expansion in imports of foreign products into this country. With reference to 
the vital need for expansion in international trade, the National Foreign Trade 
Convention held in New York City, November 17, 18, and 19, 1952, and attended 
by more than 2,000 delegates representing foreign trade interests from every 
section of the country, in a fecommendation entitled ‘The Importance of 
International Trade,” stated: 

“Production and more production; trade and more trade: These are, today, 
more than ever essential to the security and well-being of the peoples of the free 
world \ great expansion in the volume of international trade is vitally necessary 
to assure the movement of strategic materials to the points where they are 
needed for defense, and, through the movement of other materials and goods, 
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Banking t able the maintenance and development of national economies capable of 
i means for higher living standards 

1 need for expanding international trade is one which all free nations 
‘urrency hare. To the extent that this need is met, industrially advanced countries 
acquire from abroad the essentis materials and the other products 
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freer international trade, has taken the leadership in the struggle against economic 
nationalism. It must see to it that its own international trade practices are 
consistent with the principles for which it stands.” 

In the opinion of the National Foreign Trade Council, section 104 of the Defense 
Production Act, as amended, is highly objectionable not only on grounds of 
principle but also because it is not in the best economic interests of the United 
States. As to the latter, this section has operated to the disadvantage of both 
American industry and agriculture. It has produced this result by curtailing 
sales of products of foreign countries in the United States and, by thus limiting 
the ability of these countries to earn dollars, has reduced their capacity to buy 
American goods. 

In addition to the economic effects of section 104 in reducing foreign buying 
power for American goods, this section has resulted in the imposition of retaliatory 
restrictions by affected forcign countries against exports of United States products, 
and this in turn has further curtailed profitable foreign outlets for such products. 
soth American industry and agriculture have suffered as a result of such retalia- 
tory foreign restrictions on American exports. 

Section 104 is not only contrary to the above-quoted principles which the 
Council and National Foreign Trade Conventions have regarded as indispensable 
to the expansion of international trade and to the advancement of the economic 
well-being of the peoples of the world. It is also a direct violation of commit- 
ments entered into by the United States under the General Agreement on Tariffs 
and Trade, and it runs directly counter to aims of the international trade and 
foreign aid programs of this country. The United States, through its trade agree- 
ments program and through its foreign economic and military aid programs, has 
sought to bring about a progressive elimination or minimization of all discrimina- 
tions and other barriers to international trade. The realization of these objectives 
will be seriously retarded if the United States persists in the application of import 
restrictions. 

For the reasons stated above, the National Foreign Trade Council respectfully 
urges that, instead of giving its approval to section 104 of the proposed ‘‘Emer- 
gency Stabilization Act of 1953,” your committee take action to bring about early 
elimination of the similar provisions of existing section 104 of the Defense Produc- 
tion Act. 

We request that this statement be incorporated as part of the official record of 
the hearings of your committee. 


The Cuarrman. Is Dr. Willford I. King present? Dr. King, would 
you be satisfied to place your statement in the record? 


STATEMENT OF WILLFORD I. KING, ECONOMIST, COMMITTEE 
FOR CONSTITUTIONAL GOVERNMENT 


Mr. Kina. Yes. 

The CHarrRMAN. You would be just reading it tome. As chairman 
of the committee, I will be studying every bit of the information. 
Without objection, your statement, as prepared, will be inserted in 
the record. 

Mr. Kina. Could you put the supporting item in? It is an article 
written by me entitled “Just Why Has Our Price Level Risen for 
a Decade?”’ 

The CHArrMAN. Yes; any exhibits will likewise be printed. I 
have not read your statement. Would you just like to take a minute 
and state your position? 

Mr. Kina. I do not think that would be worthwhile. 

The CuarrMan. You can do so if you care to. Iam just trying to 
save your time. Without objection, Mr. King’s statement, and 
exhibits, will be placed in the record at this point. Mr. King is an 
economist representing the Committee for Constitutional Government. 

We thank you very much, Mr. King, for coming down. 

(Mr. King’s prepared statement and exhibits follow:) 
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STATEMENT OF WILLFORD I. Kina, Economist, COMMITTEE FOR CONSTITUTIONAL 
GOVERNMENT 


Doubtless the reason why a number of eminent Senators favor, at the present 
time, the maintenance of standby controls is that they believe in exercising 
prudence and foresight. It is unfortunately true that extension of the war to 
the European field may occur at any moment, and the wisdom of the ages says, 
“In time of peace prepare for war.’’ Under such circumstances, does it not follow 
that it is wise to have standby controls ready to put into operation at a moment’s 
notice? Since President Eisenhower and his Cabinet members and assistants 
believe thoroughly in a free economy, they certainly can be depended upon not 
to impose controls unless they believe that such action is positively imperative. 

So, it appears that the question to be considered here is just what kind of 
controls will actually be essential if word war III starts. Presumably, price 
controls will be the first to come to mind. 

There is nothing in past experience either here or elsewhere to indicate that, in 
the absence of inflation of the currency, an emergency has any tendency to gen- 
erate any consequential advance in the prices of necessaries, but fear of future 
shortages may — up temporarily the prices of some luxuries. 

However, pa expe rience certainly does indicate that the advent of a major 
war usually 1 ake ‘rs in a period of skyrocketing prices. Why does this happen? 
The answer is simple. Prices rise not because of war, but because of the currency 
inflation which usually accompanies war. 

The term ‘inflation’? means literally to blow up, and is used in economics to 
refer to an expansion of the supply of money and money substitutes relative to the 
volume of trade. Those who apply the term inflation to increases in the prices 
of goods are either unfamiliar with economic term inology or are trying to befog the 
issue. Just as the moon causes the tides, inflation is the causal factor; price in- 
creases are resultants. To try to stop inflation by regulating prices is just as 
absurd as trying to get rid of the moon by building dams to block the tides. And 
attempting to stop prices from rising while inflation is progressing is as futile as 
striving to eliminate the tides while the moon is in the heavens. 

Is inflation a necessary concomitant of war? This question can be answered 
very definitely in the negative. Inflation occurs merely because the legislators 
and executives in charge of Government fail to adopt sound economic and finan- 
cial polici ies. They commonly overlook the fact that, since no one has yet found 
out how to fight a war with future ships or planes or guns or shells, all the real 
costs of war must be met currently. They do not realize that the notion that 
part of the cost of war can be placed upon future generations is a mere delusion. 

When a nation follows the usual custom and finances the war either by printing 
paper money or by borrowing from the banks, it does not shift any of the burden 
to the future. It merely levies upon money, bonds, mortgages, annuities, life 
insurance, and other obligations payable in a fixed number of money units a hidden 
tax. And this is a very unfair and destructive tax. What the Nation should 
do in such time of stress is to raise, by broad excise taxes on the products of 
industry, funds sufficient to prevent the development of any Treasury deficit. 
Excise taxes have the especial merit of bringing in revenue promptly, and rates 
can be varied to the extent required to meet the exigencies of the occasion. 

With such a sound system of finance, no inflation would be necessary, and there 
would be no tendency for the general price level to rise. Of course, the prices of 
goods needed for war purposes would go up, and this advance would stimulate 
their output—exactly the result needed. The tax burden upon the citizens would, 
necessarily, lessen their total demand for civilian goods, and the obvious result 
would be to cause a decline in the prices of such goods. The average of all prices 
would probably change but little. From what has just been said, it follows that 
the proper way to prevent the skyrocketing of prices in wartime is not to institute 
a system of price controls, but is, instead, to adopt a sound policy of taxation. 

An especially maleficent feature of price controls is that they divert attention 
from the real criminal, inflation, and thus enable him to continue unmolested in 
his career of robbing millions of thrifty citizens of their hard-earned savings. Let 
us hope that our Government will never again participate in such deception of its 
citizens. 

But the question may well arise as to whether price controls are not necessary 
in order to prevent concerns supplying war material from charging the Govern- 
ment unwarranted prices for their products. The answer is that, in this great 
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Nation of ours, competition will, as a rule, prevent overcharging. But, in those 
cases in which competition is not keen, the Government can eliminate the results 
of overcharging by renegotiating contracts. It appears, then, that price controls 
are not necessary in order to protect the Government from being held up by 
unscrupulous suppliers F 

At this point, it seems worthwhile to look into the matter of just how existing 
prices come into being in a free competitive market Take, for example, the case 
of the price of wheat How does it happen that the current price on the Chicago 
market is $2.25? The truth is that this price represents a composite of the wants 
and views of hundreds of millions of people scattered over most of the earth’s 
surface It reflects the fact that a housewife in Yokohama decides to buy, at 
the local shop, some flour instead of rice. It takes into consideration the deci- 
sion of a farmer in Argentina to plant more ground to wheat and less to corn. It 
gives full weight to the decision of a Dakota grower not to sell his wheat now, but 
to hold it for a higher price later. It is affected by a wage advance which causes 
an increase in the price of an Australian plow It reflects the price of the steel 
used in making a ship to transport wheat. This price determining procedure is 
incredibly intricate, is completely automatic and is a marvel of efficiency. 

What chance do you think there is of finding a price controller sufficiently om- 
niscient to outcla this amazing mechanism—to understand the motivations of 
the hundreds of millions of people whose feelings and actions result in making the 
price of wheat at hicag 2.25 per bushel? Or, when we give to a controller 
authority to fix the price of wheat, do we want to assume that his judgment is 
superior to the composite ideas and conclusions of the hundreds of millions, and 
hence that his decrees should supersede their wishes? 

One should never overlook the fact that the price arrived at by competition in 
a free market is the only price that makes supply and demand exactly balance. 
If the price is set higher than would be the case under free competition, a surplus 


a 
always develops. The avalanches of potatoes and eggs which accumulated a 


few years ago in Government hands when their prices were set above competitive 
levels still conjure up unpleasant memories-of wanton waste. And we have, at 
present, an outstanding illustration in the case of butter. Our Government has 
now fixed the price well above where it would stand in a free market. This en- 
courages butter producers to turn out far more butter than customers are willing 
to buy And, to produce this butter, the efforts of the dairymen and the butter 
manufacturers are d ted from producing other things which the American 
people would prefer to buy with their dollars So, we find our Government pur- 
chasing butter by the millions of pounds; and the taxpayers have to foot the bills. 

During World War II, the people of the United States had superabundant 
experience with prices which were fixed below the levels which would have been 
determined by free competition. What were the results? Shortages and 
shortages and more shortages Everywhere people stood in line and waited to 
buv desired article which would have been abundant had there been no price 
controls And thousands of price cor trollers who should have been contributing 
to the war effort were actually engaged in hampering production and thus making 
the conduct of the war more difficult 

All the evidence appears indeed to indicate that if during the last dozen years 
all of our price- and wage-control laws had provided that each controller’s vacation 
should begin on his first dav in office, and should continue throughout his term 
of service, our wars would have been conducted more efficiently, and the tax- 
pavers would have been saved many hundreds of millions of dollars. 

History, ancient and modern, is full of accounts of rulers and governments 
that have gone in for price fixing on a large scale But nowhere do we find a 
record of meritorious results No ease is reported in which a government—even 
one ruled by an absolute monarech—has inflated its currency and has still been 
able to keep the general price level down by applying price controls. If detailed 
supervision actually keeps some prices from rising, the advance in other prices 
is accentuated by that action. 

During World War II, our army of price controllers managed to hold down 
somewhat the prices reported in the Consumers’ Price Index; but this occurred 
merely because the index covered merely legal prices—black-market prices being 
inreported As shown by chart | in the accompanying study—Just Why Has 
Our Price Level Risen for a Decade?—all the regulating had no noticeable effect 
on the movement of the general price level. 

History shows that, even when most drastic penalties for disobeying or evading 
gislation have been prescribed, the aftermath of price fixing 
has nearly always been the development of black markets. Our own experience 
during World War II indicates that, in this respect, Americans behave like the 
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Just Wuy Has Our Price Levent Risen ror A DECADE? 


By Willford I. King, Economics Professor Emeritus of New York University and 


Chairman of the Committee for Constitutional Government, assisted by Mrs. 
Betty Schwimmer 


Everyone agrees that the value of our dollar has been declining for a decade. 
But exactly why has this happened? How much has its value shrunk? To 
questions of this nature, various writers and speakers of note have given highly 
conflicting replies. Is it possible to answer these queries definitely and demon- 
strate the correctness of the answers? 

As a matter of fact, both monetary theory and statistical information have 
advanced to the stage where such an analysis seems entirely feasible. What does 
the evidence show? 

An essential, but too often overlooked, preliminary to any scientific inquiry 
is to decide exactly what it is that the inquirer is trying to ascertain. Let us 
define our present problem thus: 

How much has the general price level risen since 1939—and why? 

But just what is meant by the term “The General Price Level’’—the quantity 
which monetary economists designate by the letter P? The answer is that it 
signifies the average unit price of all goods paid for in the given period. Each 
of these units represents the quantity of a specified good which sold for $1 at 
the base date. In our study, 1939 has been taken as the base date. If, for 
example, at that time, sugar was selling at 5 cents per pound, a unit of sugar is 
20 pounds at every date. Similarly, if, in 1939, the average factory wage was 
80 cents per hour, then 1% hours of factory labor constitute one unit in all years. 


TaBLE I.—Estimaied total of cash payments in the United States M"V" or PT 
\ i 





| ! 
A B c |} D| £ | F G | M’V’or PT 
| | | 
Components in millions of dollars Aggregate 
Period Personal consumption 
| Wage | Retail expenditures | 
Bank | and sal-| Sales | Local |_ ——| Millions | Index; 
debits ! -¥ ney non- transit of dollars base 
; ; + durable |revenue Person-| py. nenc | 1939 
ments" | goods Hous- | al serv -|~ecrea | 
: tion | 
ing ice 
1939 60 117| 133] 46,134 1, 000 
1940 8 61 133 | 142 48, 250 1, 048 
1941 67 150 150 | 58, 844 1, 276 
1942 87 175 175 68, 712 1, 489 
1943 3 108 208 192 83, 650 1, 813 
1944 3 113 975 225 225 | 93, 767 2, 032 
1945 3 115 1,017 242 250 | 101,112 2, 192 
1946 3 116 1, 087 283 308 107, 973 2, 340 
1947 8 116 1, 217 308 317 116, 472 2, 525 
1948 3 124 1, 339 317 325 128, 893 2, 794 
1949 4 125 1. 433 308 325 126, 969 2, 752 
1950 4 121 1, 546 312 319 143. 161 3, 103 
1950 4 
January 110, 586 11, 017 7, 297 21 1, 500 308 131, 146 2, 843 
June 124, 213 11, 925 7,519 117 1, 642 317 146, 066 3,123 
1951 +— 
January 143, 479 13, 167 8, 535 125 1, 742 325 167, 698 3, 635 
June 140, 168 13, 842 8, 028 § 121 1,775 325 5 164, 584 5 3, 568 








| Bank debits are iputed by multiplying bank debits in 140 reporting centers (excluding New York 
City) by 1.27. This is to expand the sample data (140 centers) to derive a national estimate of bank debit 
excluding New York City bank debits. To this figure, New York City bank debits are then added togive 
total bank debits 

2 See United States Survey of Current Business, National Income Supplement. July, 1947, p. 19, for the 
years 1939-46. The data recorded are the average of monthly seasonally adjusted totals at annual rates and 
must be divided by 12 to give us data on a monthly basis. See United States Survey of Current Business, 
current issues for the years 1947 to date 

See United States Survey of Current Business, 1949 Statistical Supplement. 
4 See United States Survey of Current Business, current issue A verage of monthly data 
5 See United States Survey of Current Business, current issues Local transit revenue is estimated on 


the basis of the ratio of June, 1950 data to February, 1950 data. This ratio is applied to February, 1951 data 
to give us a June, 1951 figure 
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[be weighted index thus arrived at is recorded in the second column 


is that if the just described indexes of PT, P, and T were pertect 

t the things which they purport to represent, P times T would nec- 
ual PT in every period; but, when this multiplication is actually per- 
products do not in any period exactly equal the index of PT recorded 
n of table I, but the largest divergence—that for the year 1947— 


Som repancies in the two series would naturally be expected, for each 
one is imperfect. The index of P suffers from the weakness that it is derived 
from sales prices rather than from payment prices, and, furthermore, not all 
fields are covered. The index of T has the defect that constant rather than 

har g weights have been used throughout, although it is obvious that the 

amounts of the respective items paid for is constantly changing. But 
ympute a dependable changing-weight index is very difficult. 
seems highly probable that the percentages of error in the index of PT— 
index recorded in the last column of table I—are much smaller than the errors 
preliminary indexes of Pand T. Therefore the PT index has been taken 

a standard, and the preliminary indexes of P and T have been adjusted to 

York he extent necessary to make the product of the P and T indexes equal the PT 
nk debit index recorded in table I. The adjusted indexes of P and T are respectively 
d togive entered in the fifth and third columns of table II. The discrepancies between 
9, for the the preliminary and final indexes of P and T are shown in chart 1. The small- 
rates and ness ot the discrepancies seems to indicate that the general findings of this study 
Business, are not widely in error. 

It is obvious that the total value of goods paid for in a given period must 

> product of the average amount of money and bank deposits in circula- 

g the given period—a quantity designated by the symbo! M’’—and the 

number of times each dollar of this circulating medium was paid out 

g the given period. The | ‘+r number is known as the Velocity ot Circu- 
yn and is indicated by the symbol V”’. 
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TaBsie II.—Preliminary and final estimates for the United States of indexes of the 
Nation’s physical volume of trade and of the general price level 


Volume of 








Physical volume of trade ! Price level 2 payments 
a aitntinniidimmameien —--——- en 
Preliminary Final § Preliminary | Final 5 > eve 
estimate‘ | T | estimate® | e PTorM*\ 
1939... 1.000 | 1. 000 1.000 
1940... 1.012 92 1. 048 
1941. 1. 084 | 1, 058 1. 276 
1942. 1. 213 1, 212 1. 489 
1943... 1.318 | 1.300 1. 818 
1944... 1. 363 1.375 2. 032 
1945 1,414 1, 430 | 2. 192 
1946 1. 572 1, 540 2.340 
1947_ 1. 804 1. 737 | 2. 525 
1948... 1. 878 1.853 | 2. 794 
1949. 1, 892 1. 871 2. 752 
1950 1. 960 | 1. 969 8. 103 
1950 
January. . 1. 463 1. 478 1. 905 1.924 | 2. 843 
June. 1. 514 1. 548 1.973 | 2. 018 3. 123 
1951 | 
January . 1.711 1.711 2. 124 2. 125 3. 635 
June. 71. 707 1. 682 § 2.155 2. 121 3. 568 


1 Estimate of the total number of physical units of goods paid for in the given period. 

? Estimate of the average unit price of all goods paid for in the given period. 

3M’ is the estimated total value of goods paid for in the given period. For data, see last column of 
table I 


4 Based upon an average of relatives arrived at by giving the indicated weights to the following items: 








Physica! production in manufacturing and mining, index. -- . 50 
Volume of farm marketings, index = —— 50 
Relative hours worked by employees, index ~ 65 
Construction 
Nonresidential (thousands of square feet) . _- 4 ‘ 1 
Residential (thousands of square feet 3 


Engineerit 


engineering construction awards, thousands of dollars, divided by 





engineer mstruction cost index 4 
Number of shares of stock sold ; 30 
Face value of all bonds sold (thousands of dollars 2 
Railway freight (millions of ton-miles 5 
Railway passenger miles (millions 2 
Local transit passengers carried (millions 1 
Electric power production (billion kilowatt-hours 1 
Ship clearances (thousands of tons 1 
Volume of retail trade (retail sales, millions of dollars, divided by retail commodities price 

index) ; ; j ; 100 
Volume of wholesale trade (wholesale sales, millions of dollars, divided by wholesale com- 

modities price index 100 


The data are nearly all taken from the U. 8. Survey of Current Business. 

’ Both Pand T have been adjusted to the extent necessary to make their product equal to the previously 
estimated value of PT as shown in the last column of this table. The maximum adjustment—that for the 
year 1947—is only 3.7 percent. 

* Based upon an average of indexes arrived at by giving the indicated weights to the following items: 

Wholesale prices; index of 





Farm products ade “ 10 

Food produets —— 10 

Raw materials - . ; . ‘ shee 20 

Finished factory products e 80 
Retail prices (all commodities index 90 
Local transit fares (cents ; at — i be 1 
Railway rates per passenger mile (cents : 2 
Railway freight rates per ton-mile (cents) - 4 
House rents, index piiehd 15 
Electric rates per kilowatt-hour (cents) - _. 2 3 
All bonds listed on the New York Stock Exchange (dollars) _.... ‘ . - fate 3 
All stocks listed on the New York Stock Exchange (index nae 30 
Telephone rates (index . se . a nab einden 1 
Wage rates, all industries (relatives) sl ee 


The data have nearly all been taken from the U. S. Survey of Current Business. 

7 The components of 7' (see footnote 4) are estimated on the basis of the ratio of June 1950 data to May 
1950 data. This ratio is applied to May 1951 data. Where May 1951 data were not available, the ratio of 
June 1950 data to April 1950 data was applied to April 1951 data. 

8 The components of P (see footnote 6) are estimated on the basis of the ratio of June 1950 data to May 1950 
data. This ratio is applied to the May 1951 figures. Where May 1951 data are not available, the ratio of 
June 1950 data to April 1950 data is applied to April 1951 data. 
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CHART | 
A COMPARISON OF THE PRELIMINARY AND FINAL ESTIMATES 
OF CHANGES IN 
THE GENERAL PRICE. LEVEL 


AND THE 
VOLUME OF TRADE 
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FOR DATA, SEE TABLE 


Clearly, therefore, M@’’V’’ equals the total value of all goods paid for in the 
given period. But this value is also represented by PT. It follows that M'’V’'= 
PT. This is the Equation of Exchange. It may evidently be converted into the 

M’" 
form P= ome vy’? 
I 


It is doubtless true that, in some cases, changes in P may bring about changes 
in the other factors in the Equation of Exchange, but experience appears to indi- 
cate that, far more commonly, P is a resultant, while the other factors are casual. 

Cyclical, changes in P are often due to, or are accompanied by, changes in V’’ 

pau ‘ ; 
Major changes in P usually are brought about by changes in Tr This quantity 


may logically be designated as the Index of Inflation or Deflation. 
In the United States, the bulk of our circulating medium consists of demand 
bank deposits. This quantity is supplemented by less than a fourth as much 


pocketbook money. Presumably reliable data showing the respective quantities 
of each are furnished by the Comptroller of the Currency. The figures for the 


different years are recorded in the fourth and fifth columns of table III. Rela- 
tives on the base, 1939, showing changes in the aggregate of circulating medium, 
appear in the second column of the same table and also in the second column of 
table IV. 

Everyone knows that the economic systems of most nations have, from time 
to time, been wrecked by overexpansion of the volume of money and money 
substitutes. Table [I] shows that, since 1939, our money supply has nearly 
quadrupled, and the volume of demand bank deposits has more than trebled. 
What has been responsible for this great change? 

Students of money and banking know that, in the United States, in recent 
years, variations in the supply of pocketbook money are largely mere reflections 
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of changes in bank-deposit volume, and that demand deposits are, in the main, 
originated by borrowing from the banks. In the last two columns of table III 
appears estimates of the part of such borrowing done by the Federal Government 
and by private parties, respectively, in each vear since 1939. The results are 
portrayed graphically in chart 2 


TasLeE II].—Nation’s supply of circulating medium, including both pocketbook 
money and demand bank deposits! 


[Average for each specified period] ? 




















Aggregate circulating Demand bank deposits in millions 
medium of dollars 
Money in | 
circulation | Generated | Generated 
| Relatives | Millions of Total | by Govern-| by private 
| (base 1939 dollars _ ment bor- | borrow- 
| rowing? | ing# 
1939 1. 000 34, 759 7, 137 27, 622 10, 431 | 17, 191 
1940 ; 1.156 40, 172 8, 007 32, 165 | 45 | 19, 820 
1941 1.350 9, 779 37, 145 | 22, 120 
1942 1. 604 | 55, 742 12, 829 42, 913 21, 714 
1943 2. 104 | 73, 126 17, 675 55, 451 | 19, 519 
1944 2. 436 84, 657 22, 691 61, 966 18, 732 
1945 2. 792 97, 050 26, 828 70, 222 19, 550 
1946 3. 108 108, O18 28, 489 79, 529 | 24, 129 
1947 3. 231 112, 306 28, 604 83, 702 30, 979 
1948 3. 245 112, 73 225 84, 509 35, 705 
1949 3. 207 111, 458 83, 756 | 46, 711 37, 045 
1950 3. 293 114, 439 87, 026 46, 341 40, 685 
1050 
January ‘ 3. 261 113, 345 86, 075 48, 133 37, 942 
June ‘ é 3. 263 112, 143 85, 020 46, 334 | 38, 686 
1951 
January 3. 433 119, 331 91, 936 | 44, 865 | 47, 071 
June 3.371 117, 162 





89, 500 39, 389 50, 111 





! All data taken from the U. 8. Survey of Current Business and the Federal Reserve Bulletin. 

? Yearly figures represent the total of 4 the December figure of the previous year, the June figure of the 
stated year, and 44 the December figure of the given year divided by 2. Monthly figures represent averages 
of the data for the beginning and the end of each of the respective months. 


8 The ratio of Government obligations to total loans and investments of all banks was used as the basis 
of apportioning total demand deposits 


4 Arrived at by subtracting demand deposits based upon Government borrowing from total demand bank 
deposits. 


This chart reveals a spectacular rise from 1939 to 1946 in the volume of demand 
deposits generated by governmental borrowing. But, it will surprise many critics 
of the present administration to find that the currency expansion since 1946 is all 

scribable to private borrowing, the Government having reduced its share by some 

$17 billions. Of course, some of the recent growth in private indebtedness to the 
banks has been the result of corporations borrowing to fulfill defense contracts, 
but a study entitled ‘Bank Credit in a Defense Economy” recently made by Dr. 
John M, Chapman and published by the National Association of Manufacturers 
indicates that not more than a fourth of the $26 billion increase taking place since 
1946 can legitimately be ascribed to this cause. It appears, therefore, that most 
of this rise has been occasioned by the habitual tendency of individuals in periods 
of optimism to borrow and buy. So it is not fair to blame Uncle Sam for the 
recent upward movement in the price level. 

One should not overlook the fact that, since 1939, 7, the volume of trade, has 
increased by some 70 percent, and that this increase has offset, to a considerable 
extent, the tendency of the huge expansion in our circulating medium to elevate 
the price level, for, as previously noted, the degree of inflation existing at any 

v7 
time is measured, not by M’’ alone, but rather by the index 

From data already described, an Index of Inflation or Deflation, and also an 
Index of Velocity of Circulation, both on the base 1939, have been computed, 
and are respectively entered in the fourth and in the last column of table IV. 
In chart 3, these indexes appear in conjunction with the Index of the General 
Price Level, data for which appear in the fifth column of table IT. 
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TaBLE IV.—Factors responsible for changes in the price level 
lemand ane dae a 
’ critics Index of ; Index of 
Se volume of | Index of Index of Index of | velocity of 
6 is all circulating physical inflation or total | movement of 
y some medium ! volume of deflation payment circulating 
>t ae (money plus trade ? volume | medium 
oO the | demand de- | 100M” ” un 
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1 See table III, second column. 
2 See table II, third column. 

3 See table I, last column. 

4 Preliminary estimate. 
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CHART 3 


CHANGES IN THE PRICE LEVEL 
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The graphs in chart 3 make clear the fact that, during the period 1941 to 1946, 
the velocity of monetary circulation was steadily drifting downward—presum- 
ably because of regimentation of industry and the absorption of spending power by 
government. The decline in velocity, of course, tended to make the price level 
fall. But this decline was far more than offset by the increase in the volume of 
circulating medium. The index of inflation—that is, the ratio of the volume of 
circulating medium to the volume of trade—ran rampant from 1939 to 1947, and, 
as a result, the index of the general price level shot up from 1.000 to 1.737. And 
those who believe that direct, price controls can be depended upon to hold down 
the price level may well take note of the fact that all the controls in operation 
during and after World War II did not prevent the price level from climbing 
rapidly. 

The upward movement in the index of inflation ended abruptly in 1947. It 
declined noticeably in 1948, rose slowly until the beginning of 1950, and since 
then has fallen rather sharply. It appears, therefore, that the 1947-51 advance 
in the index of the general price level from 1.737 to 2.121—a rise of 22 percent— 
cannot legitimately be ascribed to inflation. What, then, has been responsible 
therefor? 

The bottom graph in chart 3 gives a very definite answer to this query. The 
index of velocity of circulation has climbed from 0.781 in 1947 to 1.058 in 1951— 
an advance of 35 percent. Here we have the rea! villain in the postwar cost-of- 
living drama. The facts seem to exonerate completely, in this particular case, 
the Treasury Department, the supposed excess of consumer buying power, and 
the labor monopolies. 

But what does this portend for the future? Past experience indicates that 
circulation velocity tends to rise in periods of optimism and fall in periods of 
pessimism. Periods of rosy outlook have a bad habit of turning into periods of 
deep gloom, There are many signs that civilian business in general, and con- 
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sumer borrowing from banks in particular, are tending to decline. And, in the 
first half of 1951, the velocity curve has flattened out. If, perchance, it should 
turn sharply downward, and if the Government refrained from inflating the cur- 
rency, the stage might be set for a major tumble in the price level from its present 
dizzy altitude of 212 percent of the 1939 figure. 

But this appraisal of the situation contains an extremely important ‘if. Is it 
likely that the Government will come so close to balancing its budget that the 
Treasury Department will not feel that borrowing from the banks is the only way 
Presumably, no one can answer this question with assurance of being cor- 


out? 
rect; but the most probable answer seems to be “ No.”’ 

The fact that the general price level has risen 112 percent since 1939 shows 
how imperative is the need for certain basic changes in the management of our 
Federal finances. Clearly, our Government should do three things: 

1. Make it an inexorable rule to balance its budget every vear. 


2. Adopt a system which would limit the bank-loan aggregate to a specified 


maximum. 
3. Use open-market operations to compensate both for changes in the total 


volume of private borrowing and for changes in the velocity of circulation. 
Until these three fundamental reforms are adopted, there is little possibility of 
keeping our economy running on an even keel, year after year. 


The CHAIRMAN. The committee stands recessed until 10 o’clock 


Tuesday morning. 
(Whereupon, at 12:10 p. m., the committee recessed until 10 a. m., 


Tuesday, March 17, 1953.) 
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TUESDAY, MARCH 17, 1953 


Unirep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a. m., in room 301, 
Senate Office Building, Senator Homer E. Capehart, chairman, 
presiding. 

Present: Senators Capehart, Bush, Payne, Goldwater, Sparkman, 
and Lehman. 

The CHairMANn. The committee will come to order. Our first 
witness will be Mr. M. K. M. Murphy, of the Chamber of Commerce 
of the United States. 

Mr. Murphy, you have a statement, I believe? 

Mr. Murpuy. I do, Senator, yes. 

The CHAIRMAN. Suppose you proceed in your own way then, and 
we will ask questions as you go along, or when you get finished. 


STATEMENT OF M. K. M. MURPHY, OF THE CHAMBER OF 
COMMERCE OF THE UNITED STATES 


Mr. Murpny. My name is M. K. M. Murphy. I am president of 
the Boiling Springs Savings and Loan Association, Rutherford, N. J. 

I appear before your committee representing the Chamber of 
Commerce of the United States, of which I am a director. I am also 
chairman of the chamber’s committee on business statistics, a member 
of its committee on economic policy, a member of its finance com- 
mittee and a member of its committee on social legislation. 

I have with me this morning, Dr. Emerson P. Schmidt, director of 
economic research, and Thomas F. Johnson, research economist, of 
the Chamber of Commerce of the United States. 

In appearing before this committee on May 31, 1951, on the exten- 
sion of the Defense Produetion Act, the chamber testified that wage 
and price controls were unnecessary and, in fact, were clearly harmful 
to the economy. We found no reason to change our position when 
we again testified in March 1952. 

The economy as a whole has been relatively stable in the last year 
While the Consumers’ Price Index rose slightly during 1952, it has 
been declining in the last several months. Wholesale prices have 
been declining for over a year, as has the index of sensitive commodity 
prices, which, incidentally, is about at its level of June 1950, when 
the Korean war began. 

In the light of these conditions, the Chamber of Commerce of the 
United States reiterates that controls over wages and prices, and 
authority for such controls, should be abolished. 

The Chamber of Commerce is unalterably opposed to wage, price 
and rent controls, as well as standby controls. However, we do recog- 
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nize that the present state of world conditions is such that there exists 
the possibility of serious and rapid adverse international develop- 
ments which might threaten the national security of the United 
States. In the case of such international emergency or catastrophe, 
and remembering the wave of fear and psychological reaction that 
swept the country in the summer and fall of 1950, rapid action to 
prevent a cumulative spiraling of wages, prices, and rents may be 
necessary. It is recognized that the Congress must have time to 
consider, draft, and enact legislation in case of such an emergency. 

In view of this situation, the board of directors of the chamber 
of commerce adopted the following emergency policy declaration at 
its meeting last week: 

The chamber reaffirms its position that wage, price, and rent controls are 
unnecessary and harmful except in case of imminent threat to the national security 
from a foreign source. Because of the desirability of restraining a rapid cumulae 
tive wage-price-rent spiral in such cases, the chamber favors the enactment of 
legislation authorizing a simultaneous freeze of wages, prices, and rents which may 
be invoked for a period of not more than 90 days by the President when Congress 
declares a state of war or the President or Congress declares a national emergency 
arising trom a foreign source. Such legislation should expire no later than 
April 30, 1955. 

We would like to emphasize that this declaration does not change 
our fundamental position with respect to wage, price, and rent con- 
trols, and it does not mean that we are in favor of any type of standby 
controls. 

The declaration as worded specifically does not apply to domestic 
economic dislocations or instability. Such internal economic insta- 
bility must be cured by indirect monetary, fiscal, and credit measures. 
Our free-enterprise economy must have relatively flexible prices if it 
is to do its best for all our people. 

The enactment of legislation embodying the provisions of the above 
policy declaration of the chamber would simply provide the President, 
for a 2-year period, with emergency power that would enable him to 
impose a simultaneous freeze on wages—including all so-called fringe 
benefits—prices and rents, not to exceed 90 days before any significant 
spiraling of prices and costs occurred in case of a declaration of war or 
an imminent threat to our national security from a foreign source. 
We believe this should prevent any immediate spiraling of prices and 
costs. 

It is to be recognized, however, that many serious inequities will 
arise from such freeze action. For example, many items will be frozen 
at special sales or clearance prices. Also many products have wide 
price ranges due to seasonal factors and may be frozen at seasonal 
price lows. We depend upon foreign supplies for many things. It 
may be necessary to adjust the prices of such things in effect at the 
time of a freeze to take account of world market conditions. In order 
to lessen such inequities and to avoid the drying up of supplies of cer- 


tain items, the President should have the power to delegate authority 


to exempt specific items or adjust specifie prices. We presume this 
was the thinking behind section 803 (b) of S. 1081. 

We hasten to emphasize that such a freeze does not assure consumers 
of continued supplies of goods and services at the frozen prices. There 
is nothing to protect the consumer against runs on goods, hoarding, 
and bare store shelves. In fact, the freezing of prices could aggravate 
this situation. Only by employing a system of rationing can there be 
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any assurance that available supplies will be apportioned to all con- 
sumers. 

Such a freeze can act only temporarily to curb a spiral of prices, 
wages, and rents while the indirect measures are being applied 

The CuarrmMan. Will you go back to the paragraph above, the last 
one? 

Would you recommend that in this freeze the President be given the 
right to ration or forbid hoarding? 

Mr. Murpuy. I would think so, Senator, definitely. 

The CuarrmMan. Thank you. 

Mr. Murpuy. Such a freeze can act only temporarily to curb a 
spiral of prices, wages, and rents while the indirect measures are 
being applied and are taking effect, or, while the Congress is enacting 
controls and rationing legislation and such is being put into effect. 

As we have pointed out to this committee, the primary weapons 
against inflation must be the indirect measures of effective monetary 
and fiscal policy, general credit controls, taxation, and savings. 
These measures go to the heart of the problem of inflation, whereas 
wage, price, and rent controls deal with the symptoms only. In 
many countries of the world today there is a reawakening to the 
essentiality and potency such indirect measures play in maintaining 
a relatively stable currency and controlling inflation. If we believe 
in a free market economy and the functioning of a free price system 
we must not allow deadening restrictive measures to remain. 

We would now like to turn our attention to the two bills before 
this committee, namely, S. 1081 and 8. 753. 

The sponsors of S. 1081 have, in our opinion, adopted the correct 
basic approach to the problem with which we are confronted. How- 
ever, before we could endorse this bill the following changes should 
be made: 

le Section 801 of S. 1081 states: 


The purpose of this title is to provide a basis for the imposition of price, wage, 
and rent controls for a temporary period in the event serious economic disloca- 
tions develop which threaten the national security or welfare. 


Also section 803 (a) states: 


whenever he shall find and declare that the exercise of such authority is 


necessary in the interest of national security or economic stabil 


and so forth 

These statements can be interpreted to apply to purely domestic 
economic dislocations. As I indicated, the chamber’s position Is 
that this emergency power should apply only in case of a declaration 
of war or imminent threat to the national security from a foreign 
source. lt should not be used against domestic economic instability, 
which can onlv be resolved by other means and methods 

2. Section 802 providing for an advisory council, we believe, is 
unnecessary, as is section 803 (a) providing for the President's con- 
sulting with such a council prior to exercising his emergency power. 
Such provisions as contained in these two sections would largely 
destroy the basis for giving the President his emergency power. He 
must be free to act without delay. If he must consult and discuss 
actions with an advisory council, the emergency authority is largely) 
useless. In the amount of time that would be required for this type 
of consultation and action, the Congress could act. Section 803 (c) 
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we do not believe cures this difficulty. In relation to an advisory 
council, it bears pointing out that se -veral Government departments, 
as well as executive agencies, already engaged in actual study of 
day-to-day national security problems and their findings are available 
to the President. 

With respect to S. 753, the chamber is opposed to any form of 
standby controls. We would like to emphasize strongly that no 
standby price and wage control organization or legislation, such as is 
suggested in S. 753, be ‘maintained. 

Standby-c ontrols legislation would continuously impose the threat 
of action and as such would serve as a barrier to the free play of 
economic forces. It would disrupt and make extremely difficult, if 
not impossible, rational planning by business for the future. Standby 
controls would encourage higher prices and wages by stimulating 
those able to do so to raise them as high as possible i in order to have a 
favorable base period in case controls were re imposed. There would 
always be the fear of getting caught with special sale prices or mark- 
downs. Any type of standby legislation, therefore, would con- 
stantly hamper the efficient functioning of our competitive economy. 

Also, it might be mentioned that it is almost impossible to write 
a standby -controls law for future use that would serve our dynamic 
and changing economy. Almost certainly, many of the provisions 
providing methods and formulas for putting into effect control pro- 
visions of any standby legislation would have to be written at the time 
they were needed, or, if placed in the standby legislation, would have 
to be amended. ‘This would be tantamount to rewriting the legis- 
lation. 

As an additional point, such an organization would undoubtedly 
have great difficulty in obtaining competent personnel. The most 
competent pe rsonnel would most certainly decline to remain in a job 
in a limited standby organization. Inferior personnel remaining 
would naturally succeed to positions of authority and if it ever again 
became necessary to impose price and wage controls and rationing 
these people would be a deterrent to recruiting competent personnel 
from outside. 

Rather than any standby-controls organization, we suggest that 
some regular agency of the Government, such as the National Security 
Resources Board or the Department of Commerce, be designated the 
function of keeping an up-to-date inventory or roster of. personnel 
that could be quickly called in to set up an operating organization in 
the event that such were ever neaded again. We have in this country 
many persons in academic life, private industry, and Government who 
have _ experience with controls in World War II and under the 
Office of Price Stabilization and Wage Stabilization Board. These 
people an 1 be quickly called in and utilized to set up a wage- and 
price-control program if such were again needed. 

In summary, therefore, the chamber of commerce recommends: 

That Congress enact legislation giving the President authority 
to impose a simultaneous freeze of wages, prices, and rents for a period 
of nor more than 90 days when Congress declares a state of war or the 
President or Congress declares a national emergency arising from a 
— source, 

. That this emergency-freeze authority be enacted for a period not 
to exceed 2 years, thus giving Congress an opportunity to review this 
legislation in the light of international developments. 
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3. That Congress reject all proposals for standby controls and any 
standby -controls organization. 

The CHAIRMAN. Do you want to add No. 4, that we ought to give 
consideration to giving the President some right to handle hoarding 
and rationing? 

Mr. Murpny. I see no objection to that, Senator. 

The CuarrMan. It has been suggested before, and we have given 
considerable consideration to it. It is a question, of course, of 
whether the bill now gives him the right to exempt those situations 
that you described that might be harmful. 

Mr. Murpny. I would be very happy to insert that, Mr. Chairman. 

The CHArrRMAN. Well, that is the sort of testimony that I was 
hopeful we were going to get more of, more positive testimony on 
what we eer to do and ought not to do. 

Now, there are a few things that vou did not comment upon, and 
if you don’t dente] I would like to ask your opinion. This has to do 
with the Defense Production Act itself. 

As you know, the price-, wage-, and rent-control features expire on 
April 30, and on June 30 there are other features of the act that expire. 
Are you in favor of continuing the V-loan features of the Defense 
Production Act; or do you care to comment upon that? 

Mr. Murpary. I would prefer that Dr. Schmidt comment upon that. 

The CHarrMan. The doctor may. 

Let me give you all of it: There is allocation to the military, there 
are V-loans, there are loans for developing marginal minerals in our 
country, and the Small Plants Defense Corporation. 

[ think they are the major ones. 

Dr. Scumipt. Well on V -loans, we have no particular policy, but 
we think that as price control is abolished it will be much easier for 
the high-cost producers to get the kind of credit they need to expand 
production. When you hs id price control and unprofitable operations, 
that w as a very difficult thing. 

The CuarrMan. The V-loan had absolutely nothing to do with that, 
because the largest corporations in the United States have V-loans. 
The V-loan was just a system of carrying huge inventories. For 
example, I won’t mention the name, but I know of one of our largest 
corporations in America that had a $250 million V-loan. 

Dr. Scumipt. We have no particular policy on that. 

Senator Busu. The V-loan was only made in connection ‘with 
defense orders. 

The CuarrMANn. Yes; it is 100 percent defense orders. In other 
words, they can’t get a V-loan except on wartime inventory, and 
war-material orders. 

Dr. Scumipt. If adequate credit were not available otherwise, I 
think we would probably not object, but that ought to be demon- 
strated, I should think. 

On the allocations, we again feel that materials are coming into more 
abundant supply. There is some ts alk of copper being quite abundant 
in 6 months, and new steel capacitiés are coming in at about the rate 
of 4 or 5 million tons this year, and stand at about 18 million tons above 

June 1950. The steel people feel by the end of the year they will be 
operating at something less than 100 percent capacity. However, 
there may be some critical items in which scarcities will persist beyond 


June. 
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The CHatrMan. Well, at all times, and in any event, you want, of 
course, the military to get the materials, above civilian producers. 
[ presume that is your position. 

Dr. Se amipt. That’s right. 

The CuarrmMan. And if that takes legislation, then you are for it? 

Dr. Scumipr. Yes; as limited as possible. 

And on the smaller war plants or the small defense plants we have 
no particular policy. We certainly think that small business is part 
of the great backbone of the American economic system, and smaller 
plants have a very great contribution to make to the defense program. 

We are inclined to feel that with the two congressional committees, 
and with the Defense Department, each of the services having a speci: al 
division to see that each of the smaller plants get their share of orders, 
plus the Office of Small Business in the Commerce Department, if it 
should be transferred back, that that perhaps would be adequate. 
But we are certainly very strong for small business getting its proper 
share of defense work. 

The CHarrmMan. Any questions, gentlemen? 

Senator GotpwatrER. Mr. Murphy, how would you handle the 
stock exchange and the different markets affecting commodities if you 
had open bidding on the day this freeze went into effect? 

Mr. Murpuy. I don’t think we have thought that through, Senator 
Goldwater. 

Senator GoLpwaterR. Don’t you think that is rather important? 
The chamber of commerce is recommending standby legislation that 
would enable the President to freeze the economy of this country. 
Are you going to recommend that the stock exchange cease operations 
as of that date, or for 1 day or 2 days; that the grain market cease its 
operations for 1 day, or 2 or 3, or how are you going to handle that? 
That is pretty important. It is important to my country because we 
are farmers and cattlemen. 

Mr. Murpny. Our board frankly didn’t discuss this, Senator, in 
arriving at our policy, so I am not at liberty to answer. 

Senator GoLpwarerR. I was anxious to know, because I have a 
great deal of respect for your organization, being a member of it. I 
think that in this we find another weakness in the argument for any 
kind of control, whether it is 90 days, 1 day, or 1 minute, that you 
cannot do it. 

You don’t have to answer it this morning, but I would appreciate 
receiving some mere ee your economists and your board, because I 
think it is of great importance to this whole question. We get back 
to that argument that we have often heard, that unless we freeze on 
this freeze day absolutely everything, we do not control prices. 

Mr. Murrny. We would be very happy to give study to that, 
oenator. 

(The following was received with reference to the above:) 

CHAMBER OF COMMERCE OF THE UNITED STATEs, 
March 19, 1958. 
Senator Barry GOLDWATER, 
Washinaton, D. C 

Dear SENATOR GotpwaTeR: During testimony by M. K. M. Murphy for the 
national chamber before your Banking Committee on March 17, you raised a 
question concerning the effects of a 90-day freeze of wages, prices, and rents on 
the operations of the commodity and stock exchanges. 

Mr. Murphy pointed out that the freeze authority should be for a period up 
to 90 days. It could well be for a much shorter period of time. Furthermore, he 
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pointed out that many serious inequities might result from such action and, 
therefore, the President should have the power to delegate authority to exempt 
specific items or adjust specific prices. He recognized that there were many 
instances in which a freeze would be impractical or of little value in controlling 
spiraling costs and prices, 

With respect to the stock exchanges, there appears to be little or no reason to 
interfere with their operations in case of such a freeze action. Stock prices do 
not enter into costs of production. Also, the freezing of prices in general un- 
doubtedly would remove much of the speculative fever that might occur in the 
stock market, since there would be considerable uncertainty regarding the future 
operations of business concerns. Stocks, after all, are only shares in the ownership 
of such concerns. 

It is interesting to note that both at the outbreak of World War II and in 1950 
when the Korean war began, stock prices had rather sharp breaks that lasted over 
a period of several weeks. It would thus appear that there is little likelihood of 
inflation getting started in stock prices in the period just following a national 
emergency or catastrophe. For the longer run period, of course, controls on 
margin requirements are the best way to prevent excesses in stock speculation. 

The stock market was exempt during the freeze of January 1951 as well as in 
World War II. In World War I, the stock exchange closed in July of 1914 and 
did not get back into full operation until April of the following year, nearly 9 
months later. 

In connection with giving the President emergency power to freeze wages and 
prices, you will recall that under the Securities and Exch: Act of 1934 

U.S. ¢ A. title 15, see. 78 (a 4)), the Securities and Excl e Commission 
is given the authority, with the ap 
on stock exchanges for a pe riod 1 
requires 

If a temporary freeze were invoked on all commodities, undoubtedly the com- 
modity exchanges in the country would close temporarily One reason would 
be the general confusion and trading disruptions that would undoubtedly occur. 





roval of the President, to suspend all trading 
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ot to exceed 90 days if the public interest so 
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Another reason would be that speculators, who at the moment of the freeze were 
long in certain futures contracts, might stand to gain as time progressed from 
those who had hedged against spot purchases, if spot prices were frozen This 
would be so because futures prices might easily tend to move away from frozen 
spot prices. 
In January 1951, when President Truman declared a freeze on prices and wages, 
iv commodity exchanges closed trading in fut ‘ hi 
cotton exchanges were closed from January 27, 1951, to March 8, 1951 Futures 
trading was suspended in cottonseed oil from January 27 to February 13, in wool 


rease wool from January 29 to March 9, in hides from January 26 to 


. 2 


ires For example, all three 





tops and ¢ 
March 12, in pepper from January 26 to March 9, in rubber from January 26 to 
Februarv 6 It took this period of time af 
clarify trading conditions with respect to these commodities 

The principal grain exchanges did not suspend trading because the Defense 
Production Act of 1950 specifically stated that these commodities were not subject 
to price controls unless they were selling above parity. At the time the principal 
grains were below parity. 

If we ever again have a freeze on wages and prices, these futures exchanges 
undoubtedly would have to suspend trading for a limited period. However, the 
lisruptions that temporary suspension of futures trading might create are prob- 


ablv outweighed by the gravity of the emergency that would necessitate the 


ter the President’s freeze action to 


invoking of such freeze provisions. 
I hope this discussion clarifies our position with respect to a temporary wag 
and price freeze. 
Cordially yours, 
sl CLARENCE R. MILFs. 


The Cuarrman. Mr. Murphy, let me ask you a few questions. 

Of course, it is a fact that the bill only applies to commodities and 
materials and does not apply to stocks; is that not correct? 

Mr. Mvurpuy. That is correct. 

The Cuarrman. I think I am correct in saying today, the President 
of the United States has the right to limit the fluctuation on commodity 
exchange. I know he had in World War II. The freeze today is on 
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the basis that wheat could only fluctuate 10 cents a bushel one way 
or the other in a day, and I think the same applies to corn. I believe 
the President still has the right to control the grain exchange to the 
point of saying that on no one day shall there be a fluctuation of more 
than 10 cents a bushel on wheat, and I think 8 cents on corn, and I 
think it might well be 10 cents on soybeans. 

That was true in World War II. 

Mr. Murpny. There were such arrangements; yes. 

The CHarrMAN. There is no intention in this legislation that he 
control the price of stocks, other, of course, than he can designate 
under existing law the amount of margins that are required in the 
purchase and sale of stocks on any stock exchange in the United States. 

That is the way you control the stock exchange, and the law exists 
today todo that. And the law also exists today to control commodity 
exchanges by controlling the fluctuations that can happen in any 
one day. 

This bill, I think, is limited to materials and commodities and 
services, and if it is not, we ought to make sure that it is. 

Senator Busan. Do you favor a termination on this legislation? 
For instance, 2 years from its enactment, or a longer period, or what? 

Mr. Murpny. Yes; we gave a termination at the end of April 
1955, Senator Bush. 

Senator Lenman. I just want to remind Senator Goldwater 
of course, he is too young to recall this, but I recall it very vividly, 
that in 1914, at the outbreak of the First World War, long before we 
were involved in it, trading was suspended in the New York Stock 
Exchange and in other stock exchanges for a period of 4 or 5 weeks, 
I believe, and there was no calamity. The investors were protected 
by that action, and trading was then resumed on an orderly basis. 

As the chairman has pointed out, there is today a provision in the 
law, I believe, that in all of the commodity exchanges, after a com- 
modity has advanced a certain number of cents or declined a certain 
number of cents, trade must stop for that day. That has taken place 
within the last week on the coffee exchange. As you will recall, 
coffee because of the removal of controls, shot up very, very sharply. 
And the limit of trading in the coffee exchange is that there cannot 
be an advance or decline, a fluctuation of more than 2 cents, during 
the course of the day. For the month of March it is 3 cents for 
March delivery only. On 3 days that happened and trading was 
suspended. Still there was no suffering or no calamity. 

So I don’t think that would have any effect on this bill. 

Senator Gotpwater. Mr. Chairman, in answer to the Senator from 
New York, I know they can do that. I know it has been done. 
The reason I asked that question of the Chamber of Commerce is 
that we have in the stock exchange and in other exchanges of this 
country a great factor in influencing inflation. And we are talking 
about controlling inflation; we are not really talking about controlling 
prices, when we get down to it. 

My question is: Do we effectively control inflation without affect- 
ing the control of every segment that adds to it? I feel that even 
though the grain market is allowed to advance day by day in a 
controlled manner, even though margin requirements cannot control 
the stock exchange, if anything can go up, anything, we are not 
controlling prices and we are not controlling inflation. I asked the 
question to see what their thinking would be on that, because it has 
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to be a very tight control, even for a period of 90 days, when this 
thing goes in. 

I had a letter from a very distinguished economist in the West, 
who said, ‘“‘However, should we be embroiled in world war III, lL 
see nothing to do but freeze the economy 100 percent and tell every- 
one to work where he was assigned.” 

Now that is the type of control that should work, and that is what 
I wanted to bring out in my question. I know the exchanges can be 
pretty we ll regulated, but you cannot regulate them to the point where 
prices will go up or go down, and I never want to see that day occur. 

Senator Leaman. I agree with you, that if you are going to control 
your economy, you have to control it in every phase. There is no 
question about that. But what I am trying to establish is the fact 
that unless there is authority given to somebody, in case of war or in 
case of some other critical emergency, to take action immediately and 
stop the advance, like that, not the following day, not in a week or 
in 2 weeks in which time prices will have advanced, unless there is 
that authority I think we are going to run into exactly the same 
situation, possibly intensified, that we had after Korea in June of 1950. 

Senator Gotpwater. I think you and I agree, except I say Congress 
should retain that, and you say the President should have the author- 
ity. Weare not arguing about the theory. It is who should pull the 
trigger. 

The CuarrMan. Then, Mr. maneen I gather your position is this: 
That we ought to have a freeze law, giving the President the right, or 
the Congress, or both, in case a grave emergency is precipitated 
outside the United States. 

Mr. Murpuy. That is correct, sir. 

The CuatrMan. For a period of 90 days. 

Mr. Murpuy. Up to 90 days. 

The CHarrmMan. And the law itself ought to be limited, not to 
exceed 2 years. 

Mr. Murp HY. Yes; we feel it should be reexamined then. 

The CuarrnMAN. You prefer in the interim that the administration, 
through its regularly constituted agencies, do what work might be 
necessary to set up procedures in case this freeze should take place. 
That the Congress, of course, then would pass whatever laws are nec- 
essary, either to control it by indirect methods or by direct controls. 
In the interim you have no objections to the Government, through 
regular agencies, not setting up a new agency, making some prepara- 
tion for handling it, should this grave emergency occur? 

Mr. Murruy. No objections at all, Senator, as long as they use the 
duly constituted existing agencies. 

The CuarrMAN. We seem to be pretty well in accordance then on 
principle. As I have said here repeatedly, once we agree in principle, 
it ought to be fairly simple then to get the proper language i in this bill. 
I would say that your language in respect to dec Jaration of policy is 
very good. 

Mr. Murpuy. Thank you, sir. 

The Cuarrman. I don’t see how one can quarrel with that language, 
as far as the declaration of policy is concerned, because that has bes en 
the intention of we who have favored this sort of thing, all along. 

Any other questions? 

Thank you very much, gentlemen. 
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Mr. Mureuy. Thank you very much, Mr. Chairman and gentlemen, 
for hearing us. 

The CuarrmMan. Our next witness will be John A. Sargent, a director 
of the Manufacturing Chemists’ Association, Inc. 

Proceed, Mr. Sargent. 


STATEMENT OF JOHN A. SARGENT OF THE MANUFACTURING 
CHEMISTS’ ASSOCIATION, INC,, ACCOMPANIED BY MAURICE 
CRASS, EXECUTIVE SECRETARY, AND PHILIP SMITH, CHAIR- 
MAN, WASHINGTON SUBCOMMITTEE, DEFENSE MOBILIZATION 
COMMITTEE 


Mr. Sarcent. My name is John A. Sargent. I am executive vice 
president of the Diamond Alkali Co. of Cleveland, Ohio, and a member 
of the board of directors of the Manufacturing Chemists’ Association, 
Inc. 

First, Mr. Chairman, let me express my appreciation to you and the 
members of the committee for the privilege of appearing here today. 
The Manufacturing Chemists’ Association, Inc., is an association of 
chemical companies both small and large which in the aggregate 
account for over 90 percent of the chemicals produced and sold in the 
United States. This industry had aggregate sales of about $18 bil- 
lion in 1952, a volume second only to the food industry and greater 
than other basic industries including steel. As producers of chemicals 
and as American citizens, we have a vital stake in the continuing 
soundness of the American economy. We feel that the type of legis- 
lation which your committee recommends to Congress will be very 
important in protecting the continued security of our system. 

Let me state that in my testimony here today I am speaking in 
general terms of our concept of the proper relationships between the 
executive branch and the legislative branch on matters such as those 
which are pending before your committee—and in discussing these 
fundamental rel: ationships it is hardly necessary for me to point out 
that we are not discussing here the possibility that the administration 
will abuse its power, for we have the greatest confidence in the manner 
in which the administration will handle whatever power the Congress 
sees fit to vest in the executive branch. We do feel, however, that a 
proper concept of the relationship between these, the executive and 
the legislative branches of the Government, must be borne in mind 
in approaching proposed legislation such as that which is pending 
before you. 

Turning now to the specific bills which you are considering, our 
views are as follows: 

The Manufacturing Chemists’ Association can see no objection at 
this time to the continuation after June 30, 1953, of priority and alloca- 
tion controls over strategic raw materials. It is our opinion that 
there is, and may well continue to be for some time in the future, a 
need for the Government to have the power to insure that the Military 
Establishment receives promptly those materials it urgently needs in 
order to provide itself with adequate weapons and supplies. It 
would appear that with the expansions of industrial capacity the 
need for such priority controls will be of diminishing importance. 
The association would like, however, to be permitted at the appro- 
priate time to make certain suggestions as to modification of the 
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methods by which priorities and allocation controls have been imposed 
during the past 2 vears. 

Moreover, the Manufacturing Chemists’ Association can see no 
objection, at a time of continuing international tensions such as the 
present, to vesting the President with authority to impose a 90-day 
freeze on prices, wages, and rents, in order to provide turnaround time 
within which Congress can work out whatever detailed legislation 
circumstances may require. We strongly feel, however, that any 
such freeze, to be effective, must provide fora complete freeze, across 
the board, and with no favored treatment for any segment of the 
economy. 

Other than as outlined above, we do not feel that any control 
legislation should be enacted by the Congress. 

I should like, however, to comment in somewhat greater detail on 
two of the pending bills. 

At least two of the various bills under consideration—S. 753 and 
S. 1081—recite in their preambles that 


It is the sense of the Congress that direct econo! ic controls are incompatible 
with the Ameriean free enterprise system and should be invoked only if an emer- 
gency arises serious enough to threaten the economic well-being or national 


security of the United States * * *, 


This finding of public policy is eminently sound and it is for the 
very reasons expre ssed in the preamble that, except for the possible 
necessity of a temporary, emergency freeze, the que stion of imposition 
of any direct controls should be left for the decision of Congress to be 
taken in the light of the circumstances which may appear to make 
them desirable. 

Standby price and wage controls are said to be required so that if 
and when some emergency arises actual controls will not be delayed 
by the necessity for legislative action. 

However, Congress has demonstrated that where the need for r apid 
action to protect the country is evident, such action can be taken. 
Notwithstanding a considerable measure of opposition, the Defense 
Production Act of 1950 was enacted just 75 days after the attack 
on South Korea. During this period the BLS Index of all prices 
increased 3.2 points, whereas that index increased 8.6 points after 
the enactment of the Defense P gg tion Act but before its provisions 
had been put into effect. Thus, in large measure, the increase in 
prices evokes June 24, 1950, hed. puns 25, 1951, arose because 
of the delay by the executive branch of the Government in using the 
legislation provided by Congress rather than congressional inability 
to speedily provide the necessary legislation. 

It is also believed that the enactment of a law, which carries the 
threat that controls may at any time be imposed, may cause some 
members of our economic society to demand unwarranted price 
increases and make exorbitant wage demands. Unnecessary and 
uneconomic price and wage increases prompted by standby controls 
may thus contribute to inflation. 

In light of the clear admonition contained in the preambles, above 
quoted, that economic controls are inc ompatible with our free Ameri- 
can economy, and hence tend to weaken it, this association takes the 
view that any persons or groups of persons who seek to undermine 
that economy may find in the various bills proposing the imposition 
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of standby price and wage controls an invitation to take action 
tending to create the very emergency which will in turn require 
those controls. 

It should be pointed out that the enactment of certain of the 
legislation which has been proposed would freeze the form which 
controls would take if they later become necessary. The economic 
and military conditions which will exist at some future time cannot 
now be known nor forecast. Hence, a control formula which now 
appears workable may not then be workable. This may result in 
even greater delay being encountered in modifying whatever legisla- 
tion then exists. If improper or unworkable controls are imposed, 
the result may be more detrimental than beneficial. 

Furthermore, the association is opposed in principle to the concept 
that the Executive acting without Congress should be empowered to 
determine when and what controls should be imposed, and for how 
long. The economic and political forces which may bring about the 
necessity for rigid economic controls should be permitted to be weighed 
by both Congress and the Executive, rather than by the Executive 
acting alone. 

It should be added that further continuation of old agencies or 
creation of new ones administering standby control legislation is 
costly and uneconomical and should be avoided until, in the opinions 
of the Executive and Congress, such agencies are necessary to admin- 
ister a needed reimposition of actual controls. 

Of the two bills pending before the committee, S. 753 provides for 
the continuation of the Office of Price Stabilization and the Wage 
and Salary Stabilization Board. It is a well-recognized fact that 
administrative agencies, however scrupulous and however competently 
staffed, tend to perpetuate themselves or tend to perpetuate the atmos- 
phere that is conducive to their continued existence. 

For the reasons stated the Manufacturing Chemists’ Association 
believes that S. 753 should not be enacted. 

If Congress should decide at this time to enact a law patterned after 
Senate bill S. 1081, which provides for the imposition of a 90-day 
freeze during which time Congress will have an opportunity to act, 
it is strongly urged that such bill be appropriately amended to provide 
for the following: 

(a) That it shall not become effective until the Executive certifies 
to the Congress that such a freeze of prices, wages, and rents is, in the 
judgment of the Executive, necessary to protect the economy from 
inflation ; 

(6) That if controls are imposed they shall be imposed on prices, 
wages, and salaries, and rents simultaneously; 

(c) That the Executive only be empowered to place into effect a 
complete freeze and no provision should be included for the exemption 
of any materials or services from price control, or any types of em- 
ployment from wage and salary control, or any type of housing ac- 
commodations or area from rent control; and 

(d) That the act contain a definite termination date and not one 
capable of differing interpretation as is presently proposed. 

If Congress should determine at this time to enact a law patterned 
after Senate bill S. 753, which we oppose, this association believes it 
essential that such bill be amended to provide for the following: 

(a) That it not become effective except upon joint resolution of 
Congress, which shall have been requested by the Executive; 
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(6) A provision that when the imposition of firm controls is directed, 
a freeze be placed upon all prices and compensation as of a date 60 or 
90 days prior to the imposition of those controls. All prices and 
wages should be immediately rolled back to where they were at that 
earlier date, thus removing, in part at least, the inducement to make 
unnecessary price increases and wage demands; and 

(c) A mandatory provision that price ceilings shall be adjusted to 
reflect fully any increases in a seller’s cost incurred after such controls 
have been imposed. Such a provision would insure that all segments 
of the economy would be treated alike. This would avoid the serious 
situation in which the chemical industry and other manufacturers 
were placed by the administration of the Defense Production Act of 
1950, as amended, wherein prices of chemicals and certain other man- 
ufactured goods were frozen while wages were permitted to increase 
and transportation costs and prices of some manufactured goods were 
also permitte xd to increase in v arying amounts almost without restric- 
tion. This administration of a sound congressional enactment re- 
sulted in profit control by administrative fiat. This was utterly 
inconsistent with the American way of life. In our opinion, price 
control in an emergency is justified only when it permits within its 
framework the operation of the profit motive which is the foundation 
of our American economic system. 

I wish to thank you on behalf of the association and myself for the 
opportunity you have given us to express to you our views. 

The CHArrRMAN. Any questions, gentlemen? 

Senator Gotpwater. I would like to ask just one question. 

On page 6, sir, subparagraph (b) at the bottom of the page, where 
you suggest that prices be rolled back, would that apply if prices had 
been higher, or lower, in either case? 

Let us ik that prices had been higher 60 or 90 days for a 
certain article or commodity. Would you go back to the higher 
price? 

Mr. Sarcent. I think to be equitable, it would have to be an 
across-the-board adjustment. We feel very strongly that the main 
difficulty in the administration of the present law, which is just 
expiring, was the fact that adjustments were not equal to different 
segments of the economy, and it got our whole economy out of kilter. 
It is a delicately balanced mechanism and it cannot be tampered with 
by giving one privilege to one group and another to another group, 
without ¢ ausing serious dislocation. 

Senator Gotpwatrr. Mr. Sargent, I would like to ask your opinion 
on a statement here on page 3. It starts at the bottom of page 3, 
and in substance it points out that the Defense Production Act was 
enacted 75 days after the attack on South Korea, but it was not put 
into effect immediately, and in that period prices went up 5.4 points. 
Do you feel that prices went up during that period solely because of 
depression of buying, or do you think this act hanging over the heads 
of the economy of the country might have had a good deal to do with 
that? 

Mr. SarGent. I think it was both factors. I feel quite certain that 
any manufacturer anticipating price control, if he found himself in a 
position where he felt his price structure was unsound, would hurry 
to adjust his prices. 

I feel that the laboring people, the laboring unions, would hurry 
to try to bring about adjustments i in wages prior to such control. I 
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think it is only human that that would be bound to take place. I 
think the mere fact that that law existed and was discussed over the 
75-day period prior to its enactment, that that in itself caused many 
increases in prices. 

Of course, on the other hand, there was an immediate surge of 
buying, and that also has an effect of increasing prices. So I don’t 
think I would say it was due to either one or the other, or to both. 

Senator GoLpWATER. Just one more point on that. Do you feel 
that if we had a measure like S. 1081, which would say to the economy 
of the country, “In the event of increased world tension, we will freeze 
prices,’ that we might not see the same type of situation develop, 
where manufacturers and retailers and laborers would put the prices 
up every time we had an instance like last week where our airplanes 
were shot down, or where the world situation got worse? 

Mr. Sarcent. Well, it is my personal fee ling that that would take 
place anyhow. I think the business community recognizes that in a 
grave emergency there will be some controls imposed. And I think 
the labor unions are sophisticated enough to feel that that will happen, 
whether this bill is on the books or not. 

So that I think under those conditions there might be a tendency for 
them to, in effect, get their house in order, in the order that they 
would like to have it, in any indication of an emergency. 

So I really do not feel it would make too much difference, as long as 
we are only talking about a 90-day freeze, without a lot of provisions 
which they might try to work themselves around, if you had a more 
comprehensive act on the books. 

The Cuarrman. In order to be fair and historical in our facts, 
having lived through it, I think here is exactly what happened in con- 
nection with the 1950 Defense Production Act. 

As you will remember, we were winning the Korean war in the fall 
of 1950. In fact, General MacArthur was almost up to the Yalu 
River and had occupied all of Korea. Then, I think, in the early 
part of December, or the latter part of November, the Chinese Com- 
munists attacked. They came across the Yalu River by the hundreds 
of thousands, which started a complete new war. I think it was the 
second war that possibly accelerated prices more than maybe the 
first war because it became evident and obvious to everyone that, 
well, this may be the real thing. We were immediately, if you will 
remember, thrown back from the Yalu River to about the 38th 
parallel and we lost lots of men. The newspapers were filled with 
stories of how the men were being lost, freezing their feet. Had it 
not been for the Chinese attacking, of course, General MacArthur 
would have occupied all of Korea and the Korean incident would be 
over. 

So I think it was the second war, really, that accelerated the increase 
in prices, because I think it indicated what was obvious to everyone 
that we were not only in an out-and-out war with North Korea but 
we were likewise at war with all the Communists in China. 

I think those are the historical facts that contributed to that second 
round of price increases. But it is a fact, of course, that it took the 
Congress 75 days to enact the legislation, and the President did not 
put it into effect until the following January. It was during that 
period that prices did go up. It was either 8 points or 12 points, I 
forget just which it was. 
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Your position is that we possibly ought to have the 90-day freeze 
law, giving the President the right to freeze in case of a big emergency. 
I presume such thinking is in the terms of that which the chamber of 
commerce testified to, one which would be provoked from outside the 
United States. 

But you are opposed to any standby organization or any standby 
legislation? 

Mr. Sarcent. Very strongly. 

The CnarrmMan. So you want the President to freeze immediately 
and you want Congress to come into session and decide whether or not 
it ought to be made permanent, and if so, then write the necessary 
rules and regulations. 

Mr. Sarcent. That sums it up exactly; yes, sir. 

The Cuatrrman. Is that your exact position? 

Mr. Sarcent. Yes, sir. 

The Cuatrrman. Thank you very much. 

AR there any other questions? 

Mr. Sarcent. Thank you, sir. 

The Cuarrman. Mr. John Marshall, executive secretary, National 
Association of Dairy Equipment Manufacturers. 


STATEMENT OF JOHN MARSHALL, NATIONAL ASSOCIATION OF 
DAIRY EQUIPMENT MANUFACTURERS 


™ Mr. Marswatyt. My name is John Marshall. I am the executive 
secretary of the National Association of Dairy Equipment Manu- 
facturers, with offices at 927 15th Street NW., Washington, D. C. 
I have with us here today, our counsel, Mr. Charles Fistere. 

The Cuarrman. If he cares to make comments, we will be delighted 
to hear him. 

Mr. MarsHatu. This is an association of manufacturers of dairy- 
plant processing machinery and equipment, manufacturers whose 
membership produces approximately 75 percent of the Nation’s 
annual supply of such equipment. Our manufacturers also manu- 
facture special machinery and equipment for processors of many 
other foods. 

My statement has reference only to title I of the act relating to 
controls on critical materials. Our manufacturers of dairy-plant 
processing machinery and equipment are large users of nickel-bearing 
stainless steel. 

I might add right here, Senator, that when I say “‘large users” we 
should qualify that, perhaps. Based on the records of Government 
in the Offices of NPA and DPA, our use during the past year was 
about three-quarters of 1 percent of the nickel imported into the 
United States. 

This type of steel is essential in the construction of dairy and 
food-processing equipment and has generally been required by State 
and local public-health officials for all parts of such equipment with 
which the product comes in contact. There is no known substitute for 
nickel-bearing stainless steel for the contact surfaces of dairy and 
food-processing equipment because it is the only material that will 
resist the corrosive action of alkali and acid cleaners which it is 
necessary to use daily in the cleaning of milk and some other food- 
processing equipment. Support for this statement is evidenced by the 
3~A standards for numerous items of dairy equipment which have 
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been adopted over the past two decades and approved by the Inter- 
national Association of Milk and Food Sanitarians and the United 
States Public Health Service. 

The National Production Authority has controlled the use of nickel 
under the provisions of its order M-—80, which prohibits the use of 
nickel for nonessential purposes and, among other things, requires all 
producers of alloying materials containing 1 percent or more of nickel 
to file records listing the “end uses” for which they plan to use the 
nickel allotted to them each month. Each of these ‘‘end uses” must 
be approved under the present provisions of the M-80 order prior 
to the time the steel producer actvally turns out the steel containing 
such nickel. 

The continued critical situation regarding demand and supply of 
nickel is clearly set forth in a recent report of the Defense Production 
Administration dated February 5, 1953, and entitled “Raw Material 
Import: Area of Growing Dependency, Part II.” On page 4 of this 
report, under the paragraph headed “Nickel,” it is stated: . 
Canada supplies about 95 percent of the nickel we import. 

With regard to the available supply, this report goes on to state— 


the supply of nickel is critical and is insufficient to meet fully our total defense 
demands. 

Relating to the supply of nickel on February 19, NPA’s Stainless 
Steel Committee met, and in news release NPA-2912 of this meeting, 
on the same date, it was stated: 

It will be necessary to continue control over scarce nickel after June 30, 1953. 

No increase in the nickel supply is expected in the foreseeable future. 
I might add here that it is recognized that an increase in price for 
most items will result in an increase in the supply; but, in the case 
of nickel, price is of little or no incentive. The United States has no 
nickel mines and has to rely almost wholly upon imports. It is our 
understanding that, in line with the current supply-and-demand situa- 
tion, the present prohibitions contained in the M-80 order relating to 
the use of nickel are being extended. 

As of yesterday, the concurring statement that must be submitted 
to other Government agencies on this particular matter was being 
circulated to Agriculture and Public Health, and this new amend- 
ment to M-80 will further limit the use of nickel. 

The manufacturers of dairy and food-processing equipment, with 
few exceptions, qualify as small businesses. It appears to us that it 
is particularly important that these small manufacturing businesses, 
to whom a supply of nickel-bearing stainless steel is essential, should 
be assured by some method or procedure of their reasonable share of 
the supply of this material during the period in which the Govern- 
ment uses such a large percentage of the nickel for military and AEC 
purposes. 

The latest figures I have on this from Government sources indicate— 
and this statement is taken from a recent release of the NPA—that 
today 93 percent of the total amount of nickel that we receive monthly 
in this country is being used for defense and defense-supporting in- 
dustry. 

There have been repeated statements by various Government 
officials that the needs of the military and the AEC for any critical 
material are to be supplied by producers of such materials before any 
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such materials are made available for civilian uses. It can be readily 
ascertained that, with the ending of the CMP which has been an- 
nounced by the NPA effective June 30, 1953, and assuming the above 
statements of supply and demand made in official Government re- 
leases are correct, the military and AEC could command the entire 
available nickel supply. 

Right here, I would like to add this: Last Wednesday, Mr. Fleming, 
Acting Director of the Office of Defense Mobilization, I believe, issued 
a statement in which he said: 

We have now determined that we shall continue a smaller CMP—they call it 
Defense Materials Agency—after June 30, 1953, and that we will allot under that 
proposed program nickel-bearing stainless steel to the military, AEC, and essential 
civilian users, because of the critical nature of this particular item. 

Now I presume, Senator, that this will require, in order for that to 
be carried out, some action by Government, because, as I understand 
it, the Defense Act of 1950, as amended in 1952, expires on June 30, 
1953. 

The CuarrMan. That is correct. There will be no allocation of 
any sort or controls of any sort after June 30, unless the act is extended 
in whole or in part. 

Mr. MarsuHatu. There must be some assurance in Mr. Fleming’s 
office that Government will do something or the Congress, rather, due 
to the critical situation in nickel, because this week they hope to issue 
to our people and other essential civilian users allotments for third- 
quarter tickets, as they are called, and that must be done rather 
promptly. The lead time, the time a steel producer needs, is 105 days. 

The CHArRMAN. You are in favor of an allocation of critical materi- 
als beyond June 30, are you? 

Mr. MarsHa.u. That is correct. 

The CHAIRMAN. You are in favor of it? 

Mr. Marsa... I certainly am. 

The CuarrMan. I think I can say without fear of successful con- 
tradiction that there is no one on this committee, and no one that I 
know of in the Senate and no one that I know of in the administration, 
who are opposed to that. I think that is a true statement. 

If I may, I would say this: that, if it is helpful, my best judgment is 
that the allocation of critical materials to the military will be con- 
tinued after June 30. I do not believe there is any question about that. 

Mr. Marswauu. And we think allocation of critical civilian uses 
must also be continued. 

The CuarrMan. I think that is part of the principle and the policy. 

Mr. Marsuatt. As long as government takes such a big percentage 
of the mate rial, you can well imagine what will happen. 

The CuarrMan. What percentage does the Government take at the 
moment, of this product? 

Mr. Marswauu. Better than 90 percent. 
directly allocated to military and AEC. 

The Cuarrman. Leaving only 7 percent to all civilian goods manu- 


facturers? 

Mr. MarsHatu. That is correct. 

The Cuarrman. Then it just does not make sense that you would 
not have to allocate the 7 percent. 

Mr. MarsHau. That is our stand also. 

The CuarrMan, That is your position? 

Mr. MarsHatu, That is correct. 


Ninety-three percent is 
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The Crarrman. I do not believe there is a single person in the 
administration and the Congress who would disagree with that 
premise. 

I have talked to a lot of them and I have talked to the President, 
and many in the administration, and I am certain that it is not the 
intention to permit this 7 percent such as that, not to be allocated. 

Senator SpARKMAN. As [ recall it, the President in his state of the 
Union message made reference to the necessity of continuing some 
kind of controls on certain critical and strategic materials. 

We have had witnesses before this committee who have taken the 
attitude that what we ought to do is to allocate whatever is needed to 
the defense and set that apart and then have no allocation as to the 
balance. 

[ think you point out here very clearly, a need in this particular 
field to have some kind of allocation of these scarce materials. 

If that is not done, is it not true that it is going to be the little 
busimessman ordinarily who suffers? 

Mr. Marsa... I certainly think so, Senator. 

Senator SPARKMAN. And that would be true whether it be nickel, 
copper, or aluminum? As those things become scarce, that is. 

Thank goodness I believe they have become more plentiful in the 
last year, but we never know when we will have a reverse on it. 

You feel, then, that there should be some kind of authorization 
continuing the power to make allocations when a material becomes 
short in supply, or when a critical material becomes short in supply? 

Mr. Marsuauv. I| certainly think that is necessary, Senator. 

Senator LeumMan. You would favor the continuance of the Small 
Defense Plants Administration which has been serving the small- 
business interests with some degree of success? 

Mr. Marsua.u. Of course, Senator Lehman, we have not considered 
the Small Defense Plants Administration in this connection although 
I know they have done, and continue to do, considerable work in 
connection with small businesses, but that is something separate from 
this bill we are talking about today, I believe. 

Senator SPARKMAN. It is also contained in S. 753. 

Mr. MarsHauu. We have worked with them constantly and they 
have done considerable work to see that small businesses are taken 
care of and get their fair share. 

The Cuarrman. In your opinion, they have done a fairly good job? 

Mr. Marsuauyi. From what experience I have had, 1 could not 
state otherwise. 

Senator SPARKMAN. Your experience has primarily been in the field 
of scarce materials, | presume, rather than in the financial help field? 

Mr. Marsuauu. None of our people have requested financial help. 
Some of them probably could have used it. 

Senator SPARKMAN. I might say in that connection, I have just 
come from a meeting of the Select Committee on Small Business where 
we were hearing from the Acting Director of the SDPA, and one fact 
that was given to us that impressed me very much was the fact that 
$49 million in loans have been recommended by the SDPA, to the 
RFC. 

I mean that much in loans have been made on recommendations 
by SDPA, to RFC, and their total loss to date is only $50,000. That 
one joss was really one that they inherited when they first came in. 
The contract had already been given and the survey of facilities had 
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been made and the loan was made based upon these findings that 
had already been made by the armed services. 

Even though you have not dealt with them in the financial field, 
I thought it appropriate to suggest it right here while we were talking 
about SDPA. 

Mr. MarsHatu. I think you are right, Senator. I think they 
have been of assistance to certain types of small businesses. 

Senator Lenman. The reason I raised this i about small 
business is because on page 2 of your statement at the bottom of the 
page, you do say, “The manufacturers of dairy and food processing 
equipment, with few exceptions, qualify as sm: all businesses.’ 

Mr. MarsHauu. That is correct. 

Senator LEHMAN. You testified that your industry uses about three- 
quarters of 1 percent of the nickel consumed in the United States. 

Have you any fig ives to show how much the automobile industry 
consumes? 

Mr. MarsHa.u. I do not have. Of course, right today the auto- 
mobile people are prohibited from using it for many purposes for 
which they used to use it, particularly with regard to nickel plating. 
It has been cut way down. To just a bare necessity. 

Senator SparRKMAN. Is that the reason our bumpers all rust? 

Mr. MarsHauu. You are getting a little out of my field. I could 
go into a dissertation on that. Mine also rust, Senator. 

Senator Leaman. If there was no machinery set up for allocation 
of critical materials, would not a lot of industries which are now 
prohibited from using nickel as much as the examples you have 
given of nickel plating, would not they go back if they could, to the 
use of nickel steel? 

Mr. MarsHa.u. I am certain they would, Senator. 

Senator Leaman. That would increase the demand way beyond 
the 7 percent or way beyond the amount supplied by that 7 percent 
difference left over after the defense allocations? 

Mr. MarsHau. I am sure you are correct, Senator. 

As a matter of fact, the rumor is going around in NPA now that 

black market is already going on in nickel in anticipation of the 
elimination of controls. 

Senator SpARKMAN. Do you believe NPA has done a good job? 

Mr. MarsnHaui. To 1 my knowledge it has done an excellent job. 
They called on industries in all lines of business, so that the men 
who advised the regular Government eo lovees were able to get a 
good order put into effect and, | think, by and large, it was handled 
very fairly and equitably. 

Senator Sparkman. The equipment that your members manufac- 
ture, of course, is used in connection with food? 

Mr. MarsuHauu. That is correct. 

Senator SpaRKMAN. You cannot take any chance on this rust 
forming on it, can you? 

Mr. Marsnau. I might say this, that the military, as you know, 
are large users of milk and dairy products. They will not purchase 
any milk or dairy products from a plant that is not equipped with 
nickel-bearing stainless steel on the contact surfaces, at least. 

Senator SPARKMAN. You have never found a suits able substitute? 

Mr. MarsHauu. We have been unable as yet to find a substitute 
for nickel-bearing stainless steel. 

I will continue with my statement. 
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The manufacturers of dairy equipment have received allotments of 
nickel-bearing stainless steel from NPA since the inauguration of the 
CMP plan July 1, 1951. Allotments have been sufficient to produce 
only that equipment necessary to supply current unfilled orders. 
The manufacturers have only been able to do this with reduced 
allotments granted them as compared to the pre-Korea usage by 
making use of alternate materials wherever possible. The economists 
and planners of the policy-making group of DPA had the idea that 
users of dairy and other food- -processing equipment could defer pur- 
chases. While this was true in some instances there comes a time when 
these orders for necessary replacements cannot be further deferred. 
Present indications are that processors of milk needs for equipment 
will be relatively great this year. 

In February, milk production—the figures were just released a 
day or two ago—indicated a record alltime high. More milk—and 
we need more equipment as you can well understand—because we 
have fewer plants in the country today than we had a few years ago 
and as a result, when they get additional milk they must add additional 
equipment to take care of the milk. 

We are continuing to work with a special committee of the iron 
and steel institute to develop satisfactory alternate materials for use 
for those parts of the equipment that come in contact with the 
product. ‘To date, no satisfactory substitute for nickel-bearing stain- 
less steel has been found. As a result of this situation, and due also 
to the fact that the great bulk of the equipment manufactured by 
our members is custom made to meet the users’ particular needs, 
there is today no appreciable inventory of finished equipment in any 
manufacturer’s hands. 

We, therefore, suggest that this committee in its consideration of 
what controls are to be continued after the expiration of the 1950 
Defense Act, give careful thought to a continuation of a type of 
control on nickel that will assure the military and AEC of their 
reasonable requirements and the essential civilian users such as our- 
selves of a sufficient supply to enable us to manufacture the dairy- 
plant processing machinery required to keep the milk plants of this 
country in operation. 

It is vital that this be done since the dairy industry, as an example 
of the food field generally, is a complex and integrated system of 
production, processing, and distribution, every part of which is 
indispensable if the requirements of the Military and Defense Estab- 
lishments, and the essential needs of the civihans are to be met. 

The CHarrMan. Are there questions, gentlemen? 

Senator Lenman. May I just ask one question: You have laid 
particular emphasis on machinery that is used in processing dairy 
products. 

As I understand it, your remarks would apply to a considerable 
extent to other machinery, machinery that is used in the processing 
of other foods. 

Mr. Marsnatu. That is correct. 

Senator LenMan. It is not exclusively a dairy problem but a food 
problem? 

Mr. Marsa. That is right and our people do make other types 
of food equipment, too. 

The CHarrman. Thank you very much. 


wa) 
\ 


Lec 
sin 
sec 
nol 


\ 
i. 


Sm 
r 


wr 
he 


St 


ments of 
on of the 
/ produce 


1 orders. 
reduced 
isage by 
onomists 
dea that 
efer pur- 
me when 
deferred. 
uipment 


leased a 
lk—and 
ause we 
ears avo 
ditional] 


the iron 
for use 
‘ith the 
if stain- 
lue also 
red by 
needs, 
in any 


ition of 
1e 1950 
type of 
f their 
as our- 
| dairy- 
of this 


xample 
tem of 
ich is 
Estab- 
b. 


laid 
' dairy 


lerable 


essing 


2 food 


types 


STANDBY ECONOMIC CONTROLS 673 


Mr. Marsa... I thank you for the opportunity to appear before 


your committe e, Senator. 


The CHarrMAN. We appreciate your testimony. 
Mr. Bursten, director of public relations of the Wisconsin Manu- 
facturers’ Defense Pool. 


STATEMENT OF LEONARD L. BURSTEN, DIRECTOR, PUBLIC 
RELATIONS, WISCONSIN MANUFACTURERS’ DEFENSE POOL 


The CHarrman. You may proceed, Mr. Bursten, in your own 
way. 

Mr. Bursten. Mr. Chairman and members of the committee, I am 
Leonard Bursten and am here today as representative of the Wiscon- 
sin Manufacturers’ Defense Pool to give our views with respect to 
section 305, title III, of bill S. 753 which provides for standby eco- 
nomic controls. 

Section 305 is the section which provides for the extension of the 
Small Defense Plants Administration. 

The Cuarrman. Mr. Bursten, you have a prepared statement? 

Mr. Bursten. Yes. 

The CHAIRMAN. But you are going to talk extemporaneously; 
is that right? 

Mr. Bursten. That is correct. 

The CuarrmMan. Without objection, your prepared statement, as 
written, will be placed in the record and that which you have to say 
here today will also be made part of the record. 

Mr. Bursten. Thank you. 

(The prepared statement of Mr. Bursten follows: ) 


SratTeMenT or Leonarp L. Bursten, Director, Pusitic RELATIONS, WISCONSIN 
MANUFACTURERS’ DEFENSE Poot., INc. 


During World War II thousands of small manufacturers were constructively 
assisted through the efforts of the Smaller War Plants Corporation, which had 
been established pursuant to a realization by the Congress that in the ordinary 
course of events procurement officials will normally turn to big business when 
confronted with the necessity of buying critical military items. It has been 
generally recognized that the Smaller War Plants Corporation, while faced with 
a tremendous task, that of assisting 300,000 small manufacturers, on the whole, 
functioned effectively and well. During the period from November 1942 through 
November 1945, some $5,734,000,000 in prime contracts were awarded with the 
assistance of the Smaller War Plants Corporation to small business (SWPA, 22d 
Bimonthly Report). That dollar amount is in striking contrast to the $250,000,000 
of prime and subcontracts received by small business through the assistance of 
Small ry 7; nse Plants Administration over a 1-year period (SDPA, Fifth Quarterly 
Report, 2). Bearing in mind the time differential covered by both re ports, it 
is ingancen that the Smaller War Plants Corporation was at least six times as 
effective as the Small Defense Plants Administration. 

In our testimony before the Committee on Banking and Currency of the United 
States Senate we shall endeavor to analyze what factors we deem significant in this 
amazing differential. In this prepared statement we wiil briefly attempt to 
summarize these factors and present our recommendations for improvement in the 
program of greater assistance to small business in participating in the defense 
effort. First, we should like to make it clear that it is our carefully considered 
opinion that, with what tools have been made available to Small Defense Plants 
Administration by the Congress and with the limited cooperation extended to this 
agency by the defense departments, the Small Defense Plants Administration has 
done a fine job. 

Evidently, however, Congress in its enactment of legislation setting up the 
Small Defense Plants Administration (Public Law 95, 82d Cong., Ist sess.) did not 
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see fit to give the Small Defense Plants Administration the power and authority 
which an earlier Congress had bestowed upon the Smaller War Plants Corporation 
It is our opinion that the failure to give Small Defense Plants Administration 
similar authority is directly responsible for the failure of small business to receive 
an equitable proportion of the defense work now being offered by our procurement 
agencies 
The powers which were given to the Smaller War Plants Corporation by the 
Smaller War Plants Act (50 App. U. 8. C. A., see. 1104 et seq.), were as follows 
1) To make loans and advances on such terms and conditions as it may 
determine to enable small business concerns to finance plant construction 
conversion, Or expansion, or to finance the acquisition of equipment or sup- 
plies, or to provide capital, such facilities to be used in the manufacture of 
materials for war or for essential civilian purposes. Loans could be effected 
directly or through lending institutions. 

(2) To purchase or lease land, and to purchase, lease, build, or expand 
plants; and to produce or purchase machinery and equipment in order that 
it might supply such land, plants, and equipment to small business concerns 
to assist them in engaging in the manufacture of materials for war or essential 
civilian use 

3) To lease, sell, or otherwise dispose of such properties to any small- 
business concern 

1) To enter into contracts with the United States or any department or 
officer thereof having procurement powers obligating the Corporation to 
furnish equipment and materials to the United States or a department 
thereof 
5) To subcontract all or a part of such contracts to small-business con- 
cerns or to subcontract for such management services as would enable the 
Corporation to perform the contracts. Whenever the Chairman of the War 
Production Board certified to the officer having procurement powers that the 
Corporation was competent to perform a specific Government contract, it 
was the duty of such procurement officer to let the contract to the Corporation 
upon terms set up by the Chairman of the War Production Board. 


ie 
These powers were backed up by an appropriation of $150 million to enable 


the Smaller War Plants Corporation to carry out this program, 

On the other hand, t Smali Defense Plants Administration was given the 
following powers 

1) To recommend to the Reconstruction Finance Corporation the making 
of loans or advances to smal! businesses on terms to be set up by the Recon- 
struction Finance Corporation for the purpose of enabling small-business 
enterprises to buy land, finance plant construction, acquisition, or conver- 
sion, or the acquisition of equipment, and supplies, or to finance research and 
developmental work on new products, or to supply capital to be used in the 
manufacture of war products or essential civilian goods. Such loans may 
be made directly through the Reconstruction Finance Corporation or through 
lending institutions, 

2) To enter into contracts with the United States or any department 
thereof having procurement powers to furnish materials and supplies to the 
Government. 

3) To sublet such contracts to small-business concerns or others in whole 
or in part 

1) To provide technical and managerial aids to small businesses. 

5) To certify a smail business of group of small businesses to be competent 
with respect to capacity and credit as to a specific Government procurement 
contract. The agencies of the Government having procurement powers are 
then directed to accept such certification as conclusive and are authorized 
to let such procurement contract to the small-business concern without 
further requirements as to proof of capacitv and credit being made. 

The two significant differences between the Small Defense Plants Administra- 
tion and the Smaller War Plants Corporation are: (1) The metbod of taking prime 
contracts on its own account directly from the procurement agency and disbursing 
them as subcontracts to small businesses and, (2) making loans to small businesses. 

At the present time the power of the Small Defense Plants Administration to 
take a prime contract on its own account is spelled out in section 714 (b) (2) of 
the Defense Production Act Amendments of 1951, Public Law 96 (82d Cong., 
Ist sess.) : 

‘“‘In any case in which the Administration certifes to any officer of the Govern- 
ment having procurement powers that the Administration is competent to per- 
form any specific Government procurement contract to be let by any such officers, 
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such officer shall be authorized to let such procurement contract to the Admin- 
istration upon such terms and conditions as may be agreed upon between the 
Administration and the procurement officer,’’ whereas section 1104 (f) (5) of the 
Small Business Mobilization Act (U.S. C. A., title 50, Appendix), gave the Smaller 
War Piants Corporation far greater powers, to-wit: 

‘* * * Tn any case in which the Chairman of the War Production Board 
certifies to the Secretary of War, the Secretary of the Navy, the Director of the 
Procurement Division of the Treasury, or to anv other officer of the Government 
having procurement powers, that the Smaller War Plants Corporation is compe- 
tent to perform any specific Government procurement contract to be let by any 
such officer, it shall be the duty of such officer to let such procurement contract 
to such Corporation upon such terms and conditions as may be specified by the 
Chairman of the War Production Board.’’ 

The important distinetion is that Small Defense Plants Administration cannot 
take a prime contract for its ow, account to be disbursed by subcontracts to small 
business without the procurement officer agreeing to the terms and conditions. 
If the procurement officer does not concur as to terms, the Small Defense Plants 
Administration cannot under present legislation take a prime contract. in its own 
name for the purpose of subcontracting it to small business, whereas the Smaller 
War Plants Corporation if the Chairman of the War Production Board would so 
direct, had the power upon terms and conditions set by the Chairman of the War 
Production Board to take a prime contract with or without the agreement of the 
procurement officer. Furthermore, whereas the Smaller War Plants Corporation 
had $150 million with which to operate for this purpose, the Small Defense Plants 
Administration has had only $1,500,000, an amount so insignificant as to render 
completely inoperative the provisions of this act It will be noted that under 
this authority to take prime contracts on their own account and distribute them 
as subcontracts to small business, the Smaller War Plants Corporation took only 
12 such prime contracts with a total value of approximately $35 million and let 
from these 12 prime contracts 260 subcontrac ts to small business for their per- 
formance. On the other hand, it is our understanding that the Small Defense 
Plants Administration has taken only one prime contract and that was for a 
nominal sum It must be noted that the authority that the Smaller War Plants 
Corporation had in this respect was of tremendous value as a means rather than 
as an end, because, since Smaller War Plants Corporation could take any contract 
it chose with the concurrence of the Chairman of the War Production Board and 
on its own terms, it had a powerful weapon with which to induce procurement 
officers to award contracts directly to small business without Smaller War Plants 
Corporation’s intervention. 

It is our firm contention that it is imperative in rendering effective assistance 
to small business to participate in the defense effort, to allocate to Small Defense 
Plants Administration similar authority, perhaps allowing the Office of Defense 
Mobilization to act as an arbitrator in the event procurement officials and the 
Small Defense Plants Administration could not agree on terms and conditions for 
the procurement contract in question. A revolving fund commensurate with the 
job to be done must also be appropriated, bearing in mind that there are 300,000 
small manufacturers in this country begging for a chance to participate in the 
national-defense effort 

The second important distinction in the powers of the Small Defense Plants 
Administration and the Smaller War Plants Corporation is that the Small Defens¢ 
Plants Administration under section 714 (b) (1) (A) of the Defense Production 
Act Amendments of 1951 is empowered to: ‘‘to recommend to the Reconstruction 
Finance Corporation loans or advances, on suc h terms and conditions and with 
such maturity as the Reconstruction Finance Corporation may determine on its 
own discretion, to enable small-business concerns to finance plant construction, 
conversion, or expansion, including the acquisition of land; or finance the acquisi- 
tion of equipment, facilities, machinery, supplies, or materials; or to finance 
research, development, and experimental work on new or improved products or 
processes; or to supply such concerns with capital to be used in the manufacture 
of articles, equipment, supplies, or materials for defense or essential civilian pur- 
poses; or to establish and operate technical laboratories to serve small-business 
concerns: such loans or advances to be made or effected either directly by the 
Reconstruction Finance Corporation or in coopers ation with banks or other loaning 
institutions through agreements to participate in insurance of loans, or by 
the purchase of participations, or otherwis« whereas the Smaller War Plants 
Corporation had loan powers set forth in section 1104 (f) of the Small Business 
Mobilization Act 7. oe 8 A. Title 50 Appendix 
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“The Corporation is empowered (1) to make loans or advances, on such terms 
and conditions and with such maturities as it may determine, to enable small 
business concerns to finance plant construction, conversion, or expansion, or to 
finance the acquisition of equipment, facilities, machinery, supplies, or materials, 
or to supply such concerns with capital, to be used in the manufacture of articles, 
equipment, supplies, or materials for war or essential civilian purposes; and such 
loans or advances may be made or effected either directly or in cooperation with 
banks or other lending institutions through agreements to participate or by the 
purchase of participations, or otherwise; * * *.”’ 

An analysis shows that the Small Defense Plants Administration has only the 
power to recommend to the Reconstruction Finance Corporation loans or advances 
to small business on such terms and conditions as would be set up by the Recon- 
struction Finance Corporation, whereas the Smaller War Plants Corporation 
had the power directly to make loans or advances to small business on such terms 
and conditions as it might determine. In connection with the power to make 
loans exercised by the Smaller War Plants Corporation, it must be remembered 
for the period from September 1942 through January 1946, the Smaller War 
Plants Corporation authorized 5,808 loans amounting to $504 million, of which 
more than 95 percent went to firms with fewer than 250 employees. About 83 
percent of the Smaller War Plants Corporation loans were for operating capital. 
We understand that the losses of the Smaller War Plants Corporation on its 
loans amounted to only 0.7 percent of loan disbursements. It is our belief, after 
taking into consideration the interest earned, that strictly from a dollars-and- 
cents viewpoint it made a profit in its loan department. This, of course, does 
not take into consideration the tremendous contribution which was made by the 
many small businesses in participating in the defense effort with the aid of these 
loan provisions. 

On the other hand, the Small Defense Plants Administration, operating through 
the Reconstruction Finance Corporation, had 321 loan applications approved for 
a total of $42,802,840 (SDPA, Fifth Quarterly Report, appendix G). It is our 
recommendation that the present loan conditions under which Small Defense 
Plants Administration is operating be changed; that in the place and stead of 
the loan policy wherein the Administration indirectly through the Reconstruction 
Finance Corporation lends to small business money for operating capital, etc., 
to finance their contribution to the defense effort, that a system of insurance, 
comparable to that used by the Federal Housing Administration to finance home 
building, be employed, wherein the Small Defense Plants Administration or some 
other designated lending agency would guarantee to private lending institutions 
the repayment of the loan to be made. It is believed that such an insurance 
system would remedy all the undesirable features of the direct Government lend- 
ing system, but yet be operative to fill the tremendous need for financing of de- 
fense contracts. 

A very important feature in the production record achieved by small business 
in World War II was the performance of some 250 production pools. It has been 
estimated that these pools produced over $600 million in war contracts. Many 
small businesses which could not have otherwise participated in war production 
were able to do so by means of these pools by collective action with other small 
firms. ‘Together they could turn out goods which, individually, none of them 
would have been able to produce. Under Small Defense Plants Administration 
the formation of small business defense production pools has been encouraged. 
By the end of 1952 approximately 22 such pools had been approved. 

Despite the encouragement given to such pools by the Small Defense Plants 
Administration it is our contention that the pooling program to date has been a 
significant failure. Our organization has been in touch with many of the other 
pools in the country and it is apparent that the dollar volume of prime contracts 
received by all such 22 pools to date is nominal. Our own organization has made 
some progress and the Peoria pool has made still more, but it is a fact that the 
majority of the presently constituted small business defense production pools are 
discouraged and facing bankruptcy. There are many factors which have brought 
about this conaition. The factor mentioned most frequently is that of the great 
antipathy of the procurement officials to dealing with pools as an entity. In 
fact, we have even been confronted with the situation where contracting officials 
have indicated that they did not believe that a small business defense production 
pool having more than 500 employees could be treated as small business. In 
addition to the initial antipathy of the procurement officials, in the event the 
pool should be successful on a bid after overcoming almost insurmountable 
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obstacles, they still face two tremendous problems; that of obtaining often- 
required performance bonds and that of obtaining adequate working capital to 
finance completion of the secured contract. 

I believe that most clear-thinking individuals who have concerned themselves 
with the problems of small business are convinced that the most effective ap- 
proach to secure to small business a fair, proportionate share of the defense dollar 
is through small business defense production pools. There are over 300,000 small 
manufacturers in the country. It is an impossibility for an agency, no matter 
how great the scope in which it is conceived, to service 300,000 manufacturers, 
each with its own individual engineering, production, personnel, management, 
and financing problems, The only hope of reaching any appreciable percentage 
of the small manufacturers of this country is through small business defense 
production pools. They are a vehicle which, if properly used, could allow small 
manufacturers on a collective basis to bid and share a prime defense contract. 
There is no question that in the manner in which the defense departments are 
presently operating, small business as such, has no business dealing with the 
defense agencies. There is too much for them to cope with. They have not the 
resources and personnel to it form and sell the defense departments, even though 
productively they can be cor npetitive with big business in many instances. To 
cope with the defense agencies, it is necessary for the contractor to have a staff 
specialized in servicing defense work, in the analyzing of bids, and with knowledge 
of Government procurement regulations. The ordinary smal! mai ufact i 
not set up for such a task and never has been. The ordinary small manuf: 
who attempts to submit a bid has to first overcome many obstacles. The majority 
quickly become discouraged. The tenacious few may eventually obtain a small 
contract. The cost of servicing this contract in many instances will have been so 
prohibitive as to cause the small manufacturer to take a loss. Because of his 
lack of experience with the intricacies of defense contracts, many of the small 
manufacturers will either submit an improvident bid or will! fail to include a 
redetermination clause and, when a subsequent material rise occurs, will accord- 
it gly be forced into bankruptcy. Public Law 921 was enacted to try to prevent 
such eases, but there is no question that the defense departments have completely 
failed to utilize the hardship provisions of Public Law 921 to give relief to small 
manufacturers caught in a price squeeze 

The only solution for small business, if there is to be one, is for the Congress 
of the United States to encourage and assist effectively the formation of hundreds 
of small business defense production pools encompassing the entire United States. 

In connection with this suggestion we have analyzed the report of the Select 
Committee on Small Business of the United States Senate, entitled ‘‘Defense 
Production Pools,’’ Report 1597, and while we are in agreement with most of the 
recommendations contained therein, we do feel that the Select Committee on 
Small Business is mistaken in one very important point. The committee sug- 
gests that it be made easier to form small business pools. We agree with them 
in the technical sense. There should be great ease with respect to technical and 
formal requirements of obtaining antitrust clearance. However, we definitely 
feel that there should not be great ease in the clearance of the organizational 
structure. We believe that all defense production pools should be set up on the 
basis of having within the pool entity, financial responsibility. The greatest 
objection contracting officers have to dealing with a pool is that of lack of financial 
responsibility. The majority of pools, as presently constituted, have no financial 
responsibility whatsoever. It is too much to ask the contracting official that he 
deal with an organization which cannot even make a prima facie showing of having 
any funds to carry out a defense contract, let alone funds to absorb a loss in the 
event of default. In the alternative, the Congress must set up a financial assistance 
program for production pools to meet this deficiency or must insist that all defense 
pools be set up with financial responsibility commensurate with the quantity and 
nature of the work desired. We believe that, if such a policy was adopted, most 
of the antipathy presently existing to dealing with pools would vanish. 

It is not good business for a buyer to be forced to deal with an individual whose 
financial condition is not such as to indicate ability to deliver. We, therefore, 
recommend that under this act authority be specifically set up for the formation 
of small-business defense pools under the authority of the Administration; that 
such pools be comprised of small manufacturers under the criteria presently 
existing, as set forth in the act, for determination as to what is small business; 
that such a pool, on receiving approval, shall henceforth be considered small 
business within the purview of this act and all Defense Department regulations, 
and shall be given the same consideration by the military as small business, even 
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if the combined total of employees in such pool is more than 500, and that such 
pools be established according to a model plan of organization which will be set 
up by the Adminis This will ease the present difficulties with respect to 
tvpe of organization to set up We also recommend that such a model organiza- 
tion be formed in such manner as to insure financial responsibility. Member 
companies should not be allowed to obtain their membership by the making of a 
loan to the pool corporation, but should be required, if they desire membership, 
to make a capital contribution; that before a pool can be recognized it must 
have completed arrangements for the personnel needed to handle such a program. 
In connection with this point we wish to point out another factor which, we believe, 


has brought about the antipathy of contracting officials to pools, and that is, 





many of the bids submitted by pools have been poorly prepared. A pool must 
have a completely autonomous staff, independent from its member companies, 
and that staff must be capable of engineering completely every bid submitted. 
It should be capable of provi 7% ng overall! ‘‘know-how”’ in the securing and handling 
of defense contracts. If it cannot provide that service because of finances and 
lack of personnel, it has failed t o perform the primary function for which it was 
set up. In connection with the overall pool problem, it must be remembered that 
when one pool creates an unfavorable impression, the stigma of it attaches to 
every other pool. Therefore, it is imperative that all small-business defense- 
production pools be set up on the basis of what is good business. We believe the 


In connection with the pooling program, we believe that the Small Defense 
Plants Administration should set up a separate division which would concern 
itself only with the handling of pool problems from formation through the obtain- 


above program would insure such a result. 





ing of contracts and financial assistance Within recent months the Small 
Defense Plants Administration has assigned in Washington, and in their regional 
offices, full-time specialists in the pool program. This is a step in the right di- 
rection 


After pools have been properly constituted, the most important consideration, 
of course, is that of having a program which would insure a fair, equitable share 
of defense contracts to such pools. The Small Defense Plants Administration, 
pursuant to the authority invested in it under section 714 (f) (2) of the Defense 
Production Act Amendments of 1951 (Public Law 95, 82d Cong., Ist sess.), has, 
together with the Defense Department, set up a program where, by joint determi- 
nation, certain procurement items are set aside for small business. It is our posi- 
tion that this section should be enlarged in the following manner: (1) In the event 
the Administration and procuring agency fail to agree that letting contracts to 
small business would be in the interest of national defense, such dispute be then 
submitted to an arbitrator, possibly the Office of Defense Mobilization, and such 
contract should not be let until a decision has been reached, and (2) that the 
program of set-asides for small business be specifically enlarged to include as a 
matter of law andy age defense-production pools. We have been advised 
that Mr. Brynildsen Acting Administrator, has been attempting to set up a 
program of “uadie for small-business defense-production pools, but to date 
there has been resistance to such a program where total employees exceed 500. 
There should be no such resistance. We contend that small-business defense- 
production pools with well-rounded facilities would have the productive ‘“‘know- 
how” and capacity, in many instances, of big business, and would be able to 
competitively produce and deliver items which historically have gone only to big 
business. A set-aside program for pools would enable small business through 
pooling to do that very thing. 

The argument may be made that we propose to throw too many obstacles in 
the path of forming small-business production pools, such as requiring financial 
responsibility and a — tent staff. We believe that if the small manufacturers 
are shown that the Congress of the United States has given to pools the oppor- 
tunity of participating in defense contracts, heretofore restricted to big business, 
small manufacturers will enthusiastically adopt such a pool program. 

We understand that the Defense Department has refused to enter into an agree- 
ment for set-asides for small business for emergency and classified items. In 
addition, there are also many items for purchase, concerning which the Small 
Defense Plants Administration has no advance knowledge and, accordingly, it 
would not be in a position to request a set-aside of such items. Because of this 
situation, we make two recommendations: First that the Defense Department be 
compelled to give to the Small Defense Plants Administration information with 
respect to all planned procurements, except where security limitations might be 
necessary, and, second, that all Defense procurement officials, in handling procure- 
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ments other than through adveriised bids, in every instance mus mit one or 
more small businesses to negotiate for such an item, unless the procurement officer, 
in writing, certifies to the Small Defense Plants Administrator that no competent 
small contractor can be found for that particular item. The Small Defense 
Plants Administrator should then be given the opportunity within a reasonable 
time to find a competent small contractor. We further propes2 that the small 
manufacturer or manufacturers participating in such negotiated bidding be given 
an opportunity at all times to match the lowest proposal submitted by big business 
and, if that should be done, the contract would be awarded to such small business, 
We believe that such bid-matching would have the advantage of assuring better 
bidding practices by big business if all such bidders were acquainted of the possie 
bility of small business matching their proposals. 

Section 714 (f 1) of the present act provides that the Administration can 
certify small businesses as competent as to credit and capacity. It is suggested 
that specific authority be given to the Administration to issue such certificates to 
small-business defense-production pools, irregardless of the total number of 
employees 

It is also suggested that section 714 (e) (7), which provides that the Adminis- 
trator has the right to obtain pertinent reports from Government agencies re- 
garding letting of contracts, be enlarged; and that such section be amended so that 
the Administrator would have not only the right to obtain pertinent reports, but 
also to obtain bid figures, specifications, and prints. This amendment would 
enable the Administration to more quickly enable small business to participate on 
a procurement The present practice is not to pass that information along If 
the Administration could obtain complete bid sets, including prints and specifica- 
tions, several days could be saved. Often, in an involved procurement, insufficient 
lead time is given to bidders. In such situations the proposed change would 
lengthen the time available for engineering a bid by small business. In connection 
with prints, we have had the situation where certain procurement agencies, such 
as the tank and automotive in Detroit, will not make prints available even though 
the procurement is by advertised bid. Their reason for this is their claim that 
the item is a propri tory one, a replace ment part which is comme rcially manu- 
factured and produced, usually by one manufacturer in the big-business field. 
It is our contention that even in such situations, if small business, or any business, 
can competitively make such a part, it should be allowed todo so. The failure to 
provide prints is an effective stop to everyone except the present manufacturers. 
To allow the Small Defense Plants Administration to demand such prints would 
be an effective means to stop such a restrictive practice 

In conelusior , we irge the adoption of such a program We feel that if the 
Congress should see fit to adopt this program, that it would be in the interest of 
smau business. As smaii business is an integral part of our economy and played 
such a splendid part during World War II, such a program is vitally necessary to 
the natior al defense and the economic we ll-being of this countrv If tl e Congress 
should adopt the program, we ask that the Small Defense Plants Administration, 
as an independent agency, be given the funds and manpower to implement it and 
to carry it out We believe it would be false economy to deny small business the 
tools it needs to enable it to play its part in the defense effort 


} 


Mr. Bursren. You will note my prepared statement is rather 
voluminous. It is 15 pages. Unfortunately the problems of small 
business are not very simple. 

Before I proceed to give the committee our views with respect to 
the proposed bill, I want to tell you very briefly something about our 
organization. 

We are a nonprofit sery ice organization composed of approximately 
40 small manufacturers in the State of Wisconsin. We were incorpo- 
rated in an attempt to assist the small manufacturers in the Wisconsin 
area to participate in the defense effort 

The CHarrMAN. Where is your headquarters? 

Mr. Burstren. Milwaukee, Wis. 

The CHAIRMAN. Forty small manufacturers got together in an 
effort to secure war business? 

Mr. Bursten. That is correct. 
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The Cuarrman. And that is the only purpose of the organization? 

Mr. Bursren. That is right 

We proceeded according to the plan, filing the plan of operations 
with the Small Defense Plants Administrator, who approved it. 

The CHarrMan. You work almost exclusively with the Small De- 
fense Plants Administration? 

Mr. Bursten. No, I would not say that. We work with the Small 
Defense Plants Administration in an attempt to obtain contracts. 

The CxHarrman. And you work with every other procurement 
agency of the Government? 

Mr. Bursten. That is correct. 

We received our approval on November 18, 1952. 

The CuarrmMan. What do you mean by approval? 

Mr. Bursten. The approval from the Small Defense Plants Admin- 
istrator and the Attorney General. 

Before you can function, you have to be cleared by the Attorney 
General as not being a menace to the antitrust laws. 

The Cuarrman. You secured such approval? 

Mr. Bursren. That is correct, we received such approval in 
November 1952. 

Our organization is somewhat different from most defense pools. 
We are apitalized at $100,000. 

Since November 1952 we have secured approximately $1.5 million 
in subcontracts and probably less than $50,000 in prime contracts. 

The CHarrMan. Less than $50,000 in prime contracts? 

Mr. Burstren. That is correct. 

We have tried to cope with the various defense departments and the 
results of our experience—— 

The CaarrMan. Will you yield a moment? Will you give us the 
names of your members? 

Do you do that in your statement? 

Mr. Bursten. No; I do not. 

The CuarrMan. Would you care to furnish that for the record? 

Mr. Bursten. Surely. 

The CuarrmMan. Do you have it with you at the moment? 

Mr. Bursten. I could give it to the committee, which could be 
included in our statement. 

The CHarrMAN. Without objection, we will give you the oppor- 
tunity of furnishing the names of the members of your pool and their 
addresses. 

Mr. Bursten. I could give the committee that, right now. 

The CHarrMan. May I see it? 

Without objection, the list of members of the Wisconsin pool will 
be placed in the record. 
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(The list referred to follows:) 


Name Address Standard products 


Charles H. Stehling Co Milwaukee Tanning machinery and job machine shop. 

Supreme Tool & Manufacturing Co do Tools, special machinery, stampings. 

General Screw Products, Inc do Screw machine products, 

Advance Screw Products Co... do Do 

Master Machine Co do Do 

Juneau Stamping & Manufacturing Co. do Stampings. 

Biersach & Niedemeyer Co do Sheet Metal fabrication. 

Capitol Engineering Co do ools, plastic molds 

Mid-West Machine & Tool Manufac- do Special machinery, job machine shop 

turers 

National Machine Works do Job machine shop. 

Paramount Woodwork Co do W oodworking. 

Gary Machine Tool Co do Heavy machinery. 

General Automotive Manufacturing Co do Jobbing machine shop 

Everbrite Electric Sign Co do Electrical assembly, sheet metal fabrication. 

Milwaukee Transformer Co do Electrical assembly, transformer manufactur- 

ing 

Aelco Brass Foundry do Aluminum, bronze, brass castings 

Federal Malleable Co do Malleable castings 

Loeffelholz Co do Aluminum, bronze, brass ¢ stings 

Acme Galvanizing, Inc do Hot-dip galvanizing, cadmium, tin, zime, cop- 

per chrome ta ting 

Advance Tool & Die Casting Cx do Zine and al un um die casting, die molds 

Alfa Mac e Co do pecial machinery, job machine shop. 

Weld Rite Cc do Heavy weldment 

rhurner He t rea gC do ‘ treating 

1 do manufactur 
Whitewater 
Sheboygan 
Milwaukee 
Neenah 
Milwaukee 
do iray ron, ll e castings, job-machine 


nd & Lumber Shawano g 
1, In Kaukauna re m machinery, stampings, assemblies 
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Plymouth Special plasti 


Senator SPARKMAN. Mr. Bursten, while the chairman is looking that 
over, tell me how long it took you to form your pool? 

Mr. Bursten. We started attempting to form our pool in approxi- 
mately March, 1952. 

Senator SPARKMAN. When did you get final approval? 

Mr. Bursren. In the middle of November, 1952. 

Senator SpaARKMAN. It took you about 8 months, then? 

Mr. Burstren. That would be correct, approximately 8 months. 

The CuarrMan. The Government works fast, does it not? 

Mr. Bursten. I do not think it would be fair in this case to attribute 
a delay to the Government. 

Senatcr SpPARKMAN. As a matter of fact, knowing something about 
the difficulty of forming one of these pools, it does not seem to me that 
is an unduly long time. Some of them had to work much longer 
than that. 

Mr. Bursren. In our case we spent about 4 months studying various 
pool operations in the country. 

The CHarrMan. I thought it took you this 8 months to secure 
the approval from the Attorne »y Gene ral? 

Senator SpARKMAN. It is the whole process of forming it, and it 
is quite complex. 
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The CHarrMan. I misunderstood your statement. 

In other words, it took you about 8 months to do the entire job, 
getting approval and setting it off? 

Mr. Burstren. That is right. 

The CHarrMan. I misunderstood your statement. I thought it 
took you 8 months to get approval from the Attorney General. 

Mr. Bursren. When we started we requested approval of the 
Attorney General and Small Defense Plants Administration in Sep- 
tember 1952 

Senator SpARKMAN. It took about 60 days from the time you filed? 

Mr. Bursten. That is correct. And, I might say the Small 
Defense Plants Administration really expedited our application with 
the Department of Justice. 

We had a very peculiar situation and it was kind of fortunate. 

We were offered a contract from the Klein-Schmidt Laboratories 


to make the tools for the teletypewriter. They needed approximately 
$150,000 worth of tools and they had a 6-wee ‘k de ‘livery schedule and 
they wished to place the order with us immediately. They had not 


received approval and did not know when we organized. I called 
the Small Defense Plants Administration and in 48 hours they had 
the approval through and we obtained the order. 

Right at the beginning, we wish to say that it is our firm, considered 
belief that the program for assistance to small business was a failure. 
We say that and we rely on the report of the Small Defense oe 
Administrator, which I believe was published January 15 of this yes 

The statistics contained on page 12 of the Fifth Quarterly a coreet 
of the Small Defense Plants Administration show that in fiscal year 
1951, small business obtained approximately 20.9 percent of the total 
defense dollars spent. 

In 1952, with Small Defense Plants Administration functioning, & 
law which the Congress, I believe intended in spirit, to try to effec- 
tuate effective relief to small business, the percentage of the dollar 
volume going to small business went down to 17.1 percent. 

In other words, it went down 4 percent; with the Small Defense 
Administration functioning and with the Small Defense Plants Act 
enacted. 

At the end of World War II, in contrast, the dollar volume which 
was going to small business was approximately 30 percent. I believe 
and I imagine Senator Sparkman is an authority on it—the Senate 
Select Committee on Small Business has considered approximately 
35 percent of the defense dollar should go to small business as a fair 
and equitable share. 

The figures show, in our opinion, that the program to date has been 
a failure. There has been no question, I believe, that the Congress 
of the United States has intended that small business obtain a fair 
share of the defense dollars spent. The sentiments which were 
expressed 

The CHarrmMan. Do you mean the Small Defense Plants Adminis- 
tration has been a failure, or the whole general program of giving 
business to small manufacturers and small-business men has been a 
failure? 

Mr. Bursten. Well the whole program has been a failure. In 
approximately the 1 year the Small Defense Plants Administration 
operated, the percentage of dollar volume going to small business 
went down approximately 4 percent. 


pt 


in 


wh 


‘ire job, 


ught it 
L. 


of the 


in Sep- 


u filed? 
» Small 
mn with 


te. 
ratories 
mately 
ule and 
iad not 
called 
had 


sidered 
failure. 
Plants 
S year. 
Report 
ul year 
e total 


ing, & 
) effeec- 


dollar 


defense 


Act 


which 
lieve 
Senate 
nately 


fair 


5 been 
neress 
fair 


were 


minis- 
riving 
een & 


» In 
ration 


siness 


STANDBY ECONOMIC CONTROLS 683 


The Cuarrman. In other words, your position is that the U oe 
States Government has failed to see that small business secured ¢ 
sufficient proportion of the business? 

Mr. Bursren. There is no question about it. We have been in 
receipt of letters from, I would say, at least half of the small business 
defense production pools in the country. There are approximately 22 
of them, | believe. 

The letters which we get from the other pools interchanging ideas 
and thoughts are indicative of the sad plight of the small-business 
pools. 

I believe most of them are facing bankruptcy. Only one of them 
has obtained a sizable prime contract, after approximately 2 years 
of effort. 

Senator SpPARKMAN. Which one was that? 

Mr. Bursten. The Peoria pooi 

Senator SpARKMAN. I think that was the first one. 

The CuHarrMan. Of course, there are inherent weaknesses in the 
pools, themselves. It is hard to get the pools functioning properly. 

Mr. Burstren. We discuss that in our statement, Mr. Chairman. 

The CuatrmMan. The pools themselves have trouble. It is just 
inne ‘rent, if you get 40 manufacturers together, it is inherent that it is 

1 hard problem to handle. 

Mr. Burstren. Unfortunately, some of the pools have had the idea, 
as Mr. Richard Lennihan of the Munitions Board told me, they can 
go over there with their seal of approval and say, ‘‘Now where are 
the contracts?” 

It just is not that simple. 

The Cuarrman. I think I organized the first pool in the United 
States in World War II, in Indianapolis. 

Mr. Burstren. There were approximately 250 functioning pools in 
World War II. 

The CuarrmMan. We organized one and it was later abandoned 
because of the inherent problems involved into which I shall not go 
now. But I know of the inherent problems. 

Senator SPARKMAN. Mr. Bursten, I have scanned your statement 
rather hurriedly and I certainly support what you say in your 
statement, but I am wondering if the choice of expression that you 
have just made has been psychologically good. 

It seems to me when you say that the SDPA, during the time it 
has been functioning, has been a failure, you are perhaps saying what 
you do not actually mean, and what your statement later on does 
not say. 

What you are really arguing is that the SDPA has not been given 
sufficient authority to do a complete job, is that not it? 

Mr. Burstren. That is exactly it, Senator. 

Senator SpARKMAN. When you say the percentage of contracts 
dropped during last year, you do not attempt to say how much more 
they would have dropped had the SDPA not been in there battling 
for small business. 

Mr. Burstren. There is no question in our mind that with the tools 
the SDPA has had, they have done a fine job. On the whole they 
have had a pretty competent staff in our opinion, and they have 
been a tremendous help to us. We could not have made the progress 
we have had without their help. 
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Senator SPARKMAN. Of course, you know, the Select Committee on 
Small Business has issued a number of reports pointing out just such 
facts as you have stated, there; that is, the drop in the contracts. 

We have battled with the Department of Defense unceasingly to 
try to improve that situation, and yet every time we have said any- 
thing about the small amount of defense contracts going to small 
business, we have been rather strongly excoriated in many of the 
leading papers of the country for hammering on the small-business 
aspect of this thing. 

I assume you have seen some of those editorials and columns, have 
vou not? 

Mr. Burstren. Yes, I have 

Well, all we can say is that I think it is fundamental that the eco- 
nomic well-being of this country needs a strong, small-business pro- 
gram. If small business collapses, I think the economy of our entire 
country would collapse 

Senator SparKMAN. If we do not keep prodding, we know that 
small business is going to get less and less 

Mr. Burst1 That is correct. I think you have to do more than 
prod. J thi vou have to have a constructive program written right 
int th Ws that the lefe se departments cannot quibble and cannot 
find rea ‘utting down in dollar volume for small business. 

[ think that has been the trouble in Congress. I think they have 
expressed ‘ intent and feeling of the entire country in too broad, 
general language. They have not specifically spelled out the exact 
procedure which will insure small business’ ge tting a fair share of the 
defense dollars. 

Senator SparKMAN. Did we not, in setting up the SDPA, express 

he hope and then withhold the authority? 

Mr. Bursren. That isitinanutshell. You did exactly that. You 
expressed the hope and you directed, as a matter of law, that it was for 
the economic well-being of the country that small business get a fair 
share of the defense dollar, and that where the Administration and the 
Defense Department could agree that a certain procurement should 
go to small business as being in the interest of the national defense, 
that it should so go to small business. 

However, that is the trouble with that situation. You brought 
about a situation where the defense departments had to agree with 
the Small Defense Plants Administration; that a particular contract 
should go to small business. 

There was no authority. There was no place to appeal from any 
decision of the Defense Department that a contract should not go to 
small business. 

The proportion of the dollar volume which has been set aside for 
small business of the total defense dollars spent is infinitesimal. I 
believe $250 million has been set aside by agreement between the 
Small Defense Plants Administration and the defense departments, 
of the billions of dollars which have been spent by the defense effort. 

Senator SpARKMAN. I presume you know that it was not up until 
some time last fall that we ever succeeded in getting all of the services 
to agree to earmark? 

Mr. Bursten. That brings you right back to the same problem. 
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You need the consent and the agreement of the defense departments 
to get anything for small business. You cannot expect the Defense 
Department, who traditionally has allotted the bulk of the defense 
spending to big business to, all by themselves, reverse themselves and 
bring small business in for a fair and equitable share. 

Traditionally they have not done it. They have failed to do 
They have been asked by the Congress to give small business a fait 
share, and they have not only failed to raise the percentage going to 
small business—in fact they decreased it after the law was passed. 

I think that is illustrative of the fact that you actually have to spell 
into your legislation the exact procedures which will insure small 
business getting a fair share of the defense dollars 

In our stateme <A we point out some procedures which c ould be used. 

The CuHarrMan. I have wrestled with that a lot, and I wish you 
would oe us the language. 

Senator SpARKMAN. I will say this: He has some very fine recom- 
mends ~— in his statement. 

The ,IRMAN. I have not read the statement, but I wish you 
would give us some language 

At one time I was ready to introduce a bill requiring that they give 
“X” percentage or require that “X” percentage of every contract 
be given to small business, and then I found there were alot of problems 
in connection with it. 

Mr. Bursren. I do not think that is the solution. There are many 
contracts and there are many procurements which small business 
cannot and never will be able to make 

The CHarrMaNn. That was one of the problems, you see, in spelling 
out in the law that they had to give a percentage of every contract 
That is when they issued a prime contract, the prime contractor had 
to agree, let us say for example, to subcontract 33}; percent of it. You 
found in certain kinds and types of contracts that 1t would be impos- 
sible to do that. There were other types and kinds of prime contracts 
where they could have easily ee to the little fellows as 
much as 50 to 60 to 70 percent of I never could find the proper 
language 

Senator SpARKMAN. Mr. Chairman, may I suggest this—and Mr 
Bursten suggests this in his full statement: 

Of course, what you say is true. There are lots of contracts wher 
small business cannot contribute. We must point out that thes¢ 
percentage firures cannot be relied upon too hea ily due to the fac 
that you have exceptions in the type of procurement 

For instance, airplanes must go to big business. Tanks must go to 
big somelanaaes and so on and so forth 

But, during the Second World War, is it not true that the Smal 
War Plants Corporation had the right to go into the procureme 
offices and earmark contracts that small business could hand! 
that that right is not given to the Small Defense Plants Administra 
and furthermore we have not been able to get the Defense Depart 
ment to go along with us wholeheartedly on such a program 

Mr. Bursren. Senator, if I might differ with you just a trifle, the 
Smaller War Plants Corporations Act provided that the Smaller Wai 
Plants Corporation could take a contract for their own account on 
terms and conditions which would be set by the Chairman of the Wa: 
Production Board 
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[t was not up to the Defense Department to set the terms and condi- 
tions. The Chairman of the War Production Board had the authority 
to set the terms and conditions. 

The Smaller War Plants Corporation, all by themselves, did not 
have that right. 

In our statement, we point out the difference in powers between the 
Smaller War Plants Act and the Small Defense Plants Act. We 
definitely feel that if the Small Defense Plants Administration had 
the power that the Smaller War Plants Corporation had, they would 
be far more effective in assuring a fair share of the defense dollar. 

The way the situation is right now, the Small Defense Plants 
Administration cannot earmark any contract for small business 
without the concurrence of the Defense Department. 

If they fail to concur, the contract cannot go to small business. 

We suggest in our statement that if the Defense Department and 
the Small Defense Plants Administration cannot agree on whether 
the item should go to small business or cannot agree with respect 
to terms and conditions, that there be an arbitrator appointed 
possibly the Office of Defense Mobilization—and that the Office of 
Defense Mobilization would then set terms and conditions on whether 
or not the item should go to small business or a percentage of that 
item, and that the contract be held up pending the decision of possibly 
the Office of Defense Mobilization. That was the only office we could 
think of that was akin to the functions that the War Production Board 
had during World War II. 

If such a procedure was followed, we believe that asa matter of 
course, the defense departments would probably reach agreement with 
the Small Defense Plants Administration where possible to avoid the 
matter being referred to the Office of Defense for decision. We feel 
that the present act is completely inadequate. 

Presently, the sole loan authority which the Small Defense Plants 
Administration has is to merely recommend to the RFC that certain 
loans be made to small business to assist in the national defense effort. 

Our experience has been that the RFC is a very unwieldy, inefficient 
organization and the case we wish to point out is the case of the Peoria 
00. 

The Peoria pool received a contract for approximately $2.5 million 
to make ammuuition containers, from the Ordnance Department. 
They received a certificate of competency from the Small Defense 
Plants Administration in June of 1952, which enabled them to receive 
that contract, and that certificate in our opinion was very properly 
given. 

From June 1952 to the middle of January 1953 they wrestled with 
RFC to get the money to do that job. The original schedule on that 
contract called for October 1952. 

It was impossible for them to meet that. They needed about 
$300,000 worth of machinery out of that loan. They could not buy 
the machinery until they got the funds and RFC did not begin 
disbursing those funds until January 15, 1953. They were placed 
approximately 3 months behind in their delivery schedule because 
o the tremendous delay occasioned by clearance through RFC. 

They, to date, have not yet delivered on their contract and any 
blame can be assessed, in our opinion, to the approach RFC had in 
the problem. At least that is our opinion. 
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It is our understanding that, instead of making the loan under the 
Small Defense Plants Act provisions, RFC wound up making a straight 
business loan. That was indicative of the fact that it was a pretty 


good loan risk. They did not use the Small Defense Plants Act at all. 


We suggest in our statement that the loan assistance provisions 
be changed; that instead of an outright loan policy either directly or 
indirectly through RFC, that instead, the Small Defense Plants 
Administration be given the right to guarantee loans; possibly a type 
of loan insurance similar to that in Federal Housing. 

When they issue a certificate of competency, that would also 
include the guaranty. Conceivably it might be tied up with some 
feature of the V-loan program, I do not know. 

The CHarrMan. I was going to say, why can it not be handled 
under the V-loan? 

Mr. Bursren. It could if the Small Defense Plants Administration 
were given authority to recommend and initiate V-loans. Presently 
the Defense Departments have made the test of the essentialness of the 
source. It is my understanding that unless a manufacturer can show 
that he is the sole available source for the item which he is going to 
make, he does not qualify under the criteria set up by the ‘Defense 
Departments for V-loans right now, and with that type of criteria, 
in our opinion, it has created and would create a tremendous loan 
bottleneck. 

The CuairmMan. Are you certain of that last statement? 

Mr. Bursren. I am not certain of that statement, Mr. Chairman. 

The CHAIRMAN. I will ask the staff to get us the correct mforma- 
tion. Yousay the Defense Department has made that ruling? 

Mr. Bursren. | believe that is true. The source of my informa- 
tion is Mr. Rosenthal, the General Counsel of the Small Defense Plants 
Administration. I went into the loan program with him and that 
was his contention. 

The CuarrMan. I will ask the staff to find out for us what the ruling 
is by the Defense Department on V-loans. 

It is your contention that they will not make it to any manufacturer 
with a defense contract if some other manufac om r can do the work? 

Mr. Bursten. If there is another available source they will not. 

The CuarrMan. Find that out, will you please? 

Senator SpARKMAN. I might suggest Mr. Richard Dyas, who was 
up in 457 in that committee room I just left. You might be able to 
reach him right now. 

The CuarrmMan. We will have the Administrator of the Small 
Defense Plants appear before us next week. We can ask him a lot 
of these questions. 

Senator SPARKMAN. The type of loan you are talking about right 
now is not necessarily a small-business loan. Small business may be 
included, but that covers all of industry engaged in war production. 
That is a section 302 loan, is it not? 

Mr. Burstren. That is correct. I believe the V-loan program is 
continued in the same bill under another section. I believe it is under 


title III, section 301, S. 753. It provides: 

In order to expedite production and deliveries or services under Government 
contracts, the President may authorize, subject to such regulations as he may 
prescribe, the Department of the Army, the Department of the Navy, the Depart- 
ment of the Air Force, the Department of Commerce, and such other agencies of 
the United States engaged in procurement for the national defense as he may 
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designate (hereinafter referred to as “‘guaranteeing agencies’’), without regard to 
provisions of law relating to the making, performance, amendment, or modificatio: 
of contracts, to guarantee in whole or in part any public or private financing 
institution (including any Federal Reserve bank), by commitment— 


And so forth. 

They are not a procurement agency presently and small defense 
plants could not be included, I do not believe. They have had ; 
million and a half dollars to buy items for their own account aad 
then subcontract to small business, but $1.5 million spread among 
300,000 small manufacturers cannot go very far. 

In addition to the program generally, we discuss in our statement 
the small-business defense pool program. 

We feel that no agency within the scope that any reasonable Con- 
gress would set up could conceivably serve 300,000 small manufac- 
turers. It would be too great a task. I do not think with the pres- 
ent economy-minded administration, they would ever get: the funds 
for such a project. 

We do think that a very possible approach to try and reach a fair 
proportion of small business throughout the country could be and 
should be through small-business pools. 

It is human nature for contracting officers or anyone, in fact, to 
prefer to deal with 1 individual instead of 50 individuals. The con- 
tracting officer has a procurement which could be split into 50 parts 
for 50 manufacturers. It is human nature for him to try to give it 
to big business. He knows from the past production record that they 
have the financial ability to do the job, and it is the path of least 
resistance. 

We feel that the only possible avenue of competing with big busi- 
ness is through the small-business defense production pools. 

We noted that in a past report, a Select Committee on Small 
Business of the Senate recommended that defense production pools 
whose total employees exceed 500 be given the same rights and 
privileges as small business. We have had situations with the Defense 
Department where they have insisted, because our particular organi- 
zation which has approximately 4,000 employees was over the 500 
figure, that they could not deal with it in small business. 

We feel that the past recommendation of the Small Business 
Committee should be written into the law; that small-business 
defense production pools, regardless of whether they exceed 500 
employees or not, should be considered small business for the purpose 
of the act. 

We also feel that the set-aside program should be expanded as a 
matter of law to specifically include defense production pools. Defense 
production pools, with their collective combination of facilities, can 
in many instances compete with big business, on an item. We know 
our own organization has engineered some contracts which previously 
have gone to big business and we are confident that we can produce 
that item for less than what the Defense Department has paid the 
big-business interests to obtain these items. Our overhead is lower 
and our burden is lower and we can spread our work so that we can 

meet it competitively. 

However, along the lines that you, Mr. Chairman, mentioned 
earlier, we feel that one of the real fundamental difficulties of the 
whole pooling program has been the method and the manner in 
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which pools have been set up. We feel that mostly they have been 
organized too sloppily. We definitely urge in our statement here 
that no small-business defense production pool be allowed to exist, 
be given approval, unless it can show financial responsibility. It can- 
not expect the contracting officer—and you have to be fair about it— 
to deal with an organization—a typical organization would be an 
organization with a capitalization of $500. The balance of the finane- 
ing is deficit financing. They run out of money and they call on the 
members and each member throws in $50 or $100 and it goes on the 
books as a loan. They do that because they want to get themselves 
a tax writeoft. 

You cannot expect a contracting officer to deal with and consider 
the awarding of a substantial prime contract to an organization with 
$500. The tremendous problem of defense pools has been obtaining 
performance bonds. Surety companies will not write performance 
bonds unless there is a showing of financial responsibility. Mr. 
Glandena has told me that their biggest bottleneck has been per- 
formance bonds. Either the Government has to set up a financial 
assistance program for pools, or they have to, in the alternative, in- 
sist that pools be set up with a definite financial responsibility setup; 
one commensurate with the type and nature of work we are trying to do, 

1 do not know in our particular case if we are incorporated and 
capitalized with enough money. But presently, all the pools have to 
do is submit a plan of operation which insures clearance as far as the 
antitrust features are concerned, and no matter how much of a pro- 
motional feature it has or how poorly organized it is, they will receive 
clearance. In our opinion that is a terrible mistake. 

We have had contracting officers point out that they have dealt 
with other pools where bids were poorly prepared. ‘They were so pre- 
pared because there is no central autonomous staff. You cannot set 
up such a staff unless you have some financial responsibility. You 
need money to pay them. 

We were told by the Navy last week of a pool who submitted a 
bid for $17,000; they were low bidders; their engineers, it conclusively 
showed, would take $30,000 to fill that job. One pool falls on its face 
on a contract and restricts the chances of every other pool. We defi- 
nitely feel if all pools were required to have definite, financial responsi- 
bility, that the greater part of the antipathy existing among present 
contracting officials would disappear. We could be wrong. I do not 
know. 

Senator SPARKMAN. Mr. Bursten, before we go further, I have been 
informed that the wording of the Defense Department’s regulation 
regarding V-loans is to the effect that they will not guarantee a V-loan, 
if an alternative source is available. They put it in that way rather 
than the words, “sole source’ that you used. I do not see any 
essential difference. 

Mr. Bursren. I would say that definitely gives them an out and it 
has been our experience that they have frequently looked for it. 

The CuarrmMan. Does that refer to an alternative source of a small 
business or one of a big business? 

Senator SpARKMAN. Any business. 

The CuarrMan. That again works a hardship on the little fellow. 
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Senator SPARKMAN. We have been having a bit of trouble with some 
of the small businesses—and this may pertain to big businesses,too: 
particularly we had it last year and the earlier part of the year—where 
they took a contract and then through no fault of theirs, they ran 
into increased cost of production. They do feel that the law provides 
for adjustment of that but again they relied on this, that unless this 
is an essential source—and they construed that essential source as 
being “no alternative source’’—unless it was an essential source then 
they would not consider giving relief. 

Mr. Bursren. | think the Senator is referring to the administration 
of Public Law 921. 

Senator SpARKMAN. That is right. Title IT. 

Mr. Bursten. In connection with that, I believe, the Subcommit- 
tee on Mobilization Procurement last year conducted some hearings 

Senator SPARKMAN. We did and we reported very strongly and we 
urged the Defense Department to comply with the law instead of 
making this strained construction. They finally refused to do it 
just about the time Congress adjourned and just a few weeks ago a 
bill was introduced by Senator Thye, of Minnesota, who is now 
chairman of the Small Business Committee, cosponsored by virtually 
every member of the committee—there may have been a couple who 
did not join in the sponsorship of it—trying to amend the law to make 
them do what Congress said in the other law they should do. 

Mr. Bursren. I believe the Defense Department went even 
further than that. I was a witness at that session on Public Law 921 
and | remember it very well. They applied the test that before they 
would afford relief under Public Law 921, they would have to decide 
that the item being produced by this company was essential to the 
national defense and if there was an alternative source, or if someone 
else could possibly make it, it could not be essential to the national 
defense. 

Senator SPARKMAN. I think the law says that they should determine 
that it was essential to the aational defense. 

Now, they took that term and construed it to mean that there 
should be no other source available, and Congress certainly never 
intended any such thing. 

Mr. Bursren. | believe the subcommittee made that known to, 
I think, the Assistant Secretary of the Navy and the Secretary of th« 


Army. I was under the impression that they were going to revise 


their regulations 

Senator SPARKMAN. We were rather inclined to believe it, Loo, We 
had rather extensive « orrespondence and we told them, if they were not 
going to, we wanted to try to amend the law. Unfortunately, we 
did not get their decision until just a few days before the adjournment 
of Congress. 

The CuarrMan. Will the Senator yield? 

Senator SPARKMAN. Yes. 

The Cuarrman. We find Mr. Dyas, the Assistant Director of the 
Small Defense Plants Administration, in the room. 

[ am wondering, Mr. Dyas, if you could secure for us this afternoon 
so we might place it in the record, the exact rule and regulation 
governing V-loans at the moment. Could you do that? 
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STATEMENT OF RICHARD C. DYAS, ACTING DEPUTY ADMINIS- 
TRATOR, SMALL DEFENSE PLANTS ADMINISTRATION 


Mr. Dyas. Do you want all the regulations? 

The CuarrMan. Primarily what we are interested in is who can 
and who cannot secure today a V-loan. That is primarily what we 
are interested in, who can and who cannot secure a V-loan. 

Could you have it ready for this afternoon? We are going to recess 
here in a few minutes and come back at 2 o’clock. Maybe you can 


have it by 3. 
Mr. Dyas. We hope to have it by 2 but not later than 3. 
The CuHarrMan. If you will, please, thank you. 

(The information referred to follows:) 


SMALL DEFENSE PLANTS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., March 17, 1958. 
Hon. Homer FE. CapreHart, 
Chairman, Senate Banking and Currency Committee, 
Washington a5. D.C. 

Dear SENATOR CAPEHART: Pursuant to your request at this morning’s hearings 
of your committee on S. 753, I am setting forth a summary of the information I 
have concerning the regulations and policies of the Department of Defense on 
Government-guaranteed loans to finance defense contracts (V-loans), under sec- 
tion 301 of the Defense Production Act. 

The applicable directive in force throughout the military services is a 3-service 
regulation (SR 715-35-5; NAVEXOS P-1006; AFR 173-133), dated March 17, 
195 Section 201 of this regulation states: 

“Basie defense contract financing policy is stated in the memorandum of Octo- 
ber 14, 1950, from the Deputy Secretary of Defense annexed hereto and made a 
part hereof as appendix 1 oe 

The memorandum thus incorporated by reference states in part: 

“Financing through guaranteed or direct Government loans or advance pay- 
ments should be made available to a supplier in cases where (1) the production 
and service is essential and (2) no alternative source is readily available.”’ [Emphasi 
added. | 

There are also at least two other references to this same test of ‘‘no available 
alternative source” in the 3-service regulation: 

The Certificate of Eligibility] includes findings that the materials or services 


involved are deemed essential to national defense, that these cannot be prov ured 
} 


2. 
B 


* 


read from an alternative source without prejudice to the national defense, and that 
the contractor has the technical ability and required facilities to perform ” 
sec. 314.1 [Emphasis added.] 
“"s * in determining whether the materials or services can be procured readily 
on L? { native source without prejudice to the national defense, due consid- 
eration W ll be g eT to the effect of the use of alternate sources on the established 
major policies affecting procurement, s ich as those relating to broadening the 
industrial base, and industrial dispersal * * *’’ (sec. 315.1 [Emphasis added.] 
In practi this requirement, that there be no other available sources, serves 
very often to prevent small business concerns from obtaining V-loan fina 
A smali concern is almost never unique; there are almost always other concerns 
wit ca perform the same kind of work This r ulatior as meant, in effect 


] 


at except in those fields where every available pro ‘er Was operating to 


capacity. small business had little or no chance to ol 











This cor s s it by information which SDPA has received concern- 
ing rejections t ‘ of V-loan applications Under a rece! established 
prograt ar lepartments inform is of each cas nwhichas all coneer! 
is denied iarantyv, so that SDPA ean determine whether there is some 
ot r means of providing the necessary financial assistance Of the cases t 
have been so referred thus far, the overwhelming majority were turned doy 


because of the availability of alternative sources of supply 
I am attaching hereto a copy of a letter sent on March 7, 1952, by the then 
Administrator of SDPA to the then Secretary of Defense, pointing out serious 


d 
shortcomings in this joint reguletion, from the standpoint of small busin 


while it was still under consideration. This letter points out, among other things, 
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that the discrimination against small concerns in the V-loan program ran direct], 
counter to the very purposes for which your committee and the House Banki 


t 


SDPA were rejected. This letter also requested that SDPA be allowed 
representation on the Defense Department Contract Finance Committee, which 


and Currency Committee had favorably recommended the V-loan authority jy 
he original Defense Production Act. 
by 


The changes in the regulation suggested 


sets policy with respect to V-loans and similar matters throughout the military 


services. This request, 
not see ne 
rece ipt of the a 


was 


and also a subsequent request pointing out that SDPA 
a permanent voting membership on the committee but merely 
yenda and an opportunity to attend such meetings as appeared 


pertinent to our responsibilities, were also turned down. 
Sincerely yours, 


Hon. 


A 


Se 


R 


Ricuarp C. Dyas, 
Acting Deputy Administrator 


SMALL DEFENSE PLANTS ADMINISTRATION, 
Washington 25, D. C., March 7 


O59 
. ID2Z. 


OBERT A. Lovett, 


cretary of Defense, Washington 25, D. C. 


Dear Mr. Secretary: Pursuant to the responsibilities imposed upon this 


Administration by section 714 (d) (1), (e) (2), and (e) (10) of the Defense Pro- 
duction 


Act, as amended, I wish to suggest for your consideration certain changes 


in the proposed defense contract financing regulation to be issued jointly by the 
three military departments, with the approval of the Department of Defense. 


This regulation will establish policies, 
rmy, 


A 


applicable to loans guaranteed by the 


Navy, and Air Force under section 301 of the Defense Production Act 
(commonly called V-loans), advance payments, and progress payments. 

If the congressional policy of making the maximum utilization of small business 
concerns in the defense effort is to be effectuated, nece ssary financial assistance to 
qualified small firms must be seovilied to the fullest extent permitted by law 
Evidence before this Administration tends to indicate that military contract 
financing policy has not heretofore given adequate recognition to this congres- 
sional mandate and that restrictions not required by law have been imposed on the 
furnishing of financial aid to defense contractors. 

For example, the policy memorandum of the Deputy Secretary of Defense, 
dated October 14, 1950, which is reaffirmed in paragraph A-201 of the proposed 
regulation, provides, among other things, that a V-loan shall be made available to a 
supplier only if “no alternative source is readily available.’”” We find nothing in 
section 301 of the Defense Production Act requiring such a finding as a condition 


« 


precedent to a guaranteed loan. Certainly it will be a rare case indeed, where a 
small business concern is the only source of supply readily available. This pro- 
vision has even been construed by a responsible authority as justifying the pay- 
ment of a price differential to avoid the certification of a guaranteed loan. In an 
address by Mr. Ross Pancoast of the Office of the Under Secretary of the Army on 
January 
“It is the policy of the Department of Defense to certify such loans only in cases 
where there is no contractor equally available (even at a small cost differential) 
to perform without such guaranty.” 

We oe ‘1 sure that you will agree with us that there is no statutory justification 


for 


sucl 


9, 1951, to the American Ordnance Association, the following was said 


a restricted ap plication of the contract-financing program and we are 


glad to note that paragraphs A—205 and A-—206 of the proposed regulation should 


res 


Howeve 


ult 


in 


making financial assistance available on a somewhat broader basis. 


r, we are apprehensive that these provisions may not result in an elimina- 


tion of what appear to be widespread misconceptions of the character mentioned 


abx 


ve 


Thus, the policy memorandum of October 14, 1950, is reaffirmed and 


incorporated by reference in the proposed regulation, instead of superseded, 
despite the fact that the former contains very little which is not covered in the 
latter and despite what appear to us as basic inconsistencies between the two. We 
are unable to perceive any reason for perpetuating the policy statement of October 
1950, 


Also, there seems to be an inconsistency between the provisions of paragraphs 


14, 


A 
of 
V-l 


205 


ant 


and feel there are substantial reasons for not doing so. 


1 A-206 and the provisions of paragraph A-314.1 concerning certificates 


eligibility. The latter includes, among the findings required to support a 


oan, 


h 
+ 


{ 


e finding that the materials ‘‘cannot be procured readily from an alterna- 


tive source without prejudice to the national defense.” If it is felt advisable to 
retain a finding which is not required by section 301 of the Defense Production 


Act, 


we 


would suggest substitution of the language used in paragraph A-205 
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‘that no satisfactory alternative sources of supply are readily available on terms 
equally as favorable to the Government.” This would eliminate language which 
has resulted in a very restrictive construction and make the certificate consistent 
with paragraphs A—-205 and A-—206. Since the V-loan program during World 
War II resulted in a profit to the Government of $23 million, we see no reason for 
being other than liberal in making financial assistance available to qualified 
concerns. 

We are advised, moreover, that the notion has obtained some currency in 
military procurement agencies, particularly the Ordnance Corps, that V-loans 
and progress payments cannot be made in the case of advertised procurement 
unless specific notice of their availability appeared in the invitations to bid. 
Unless such notice appears as a matter of course in all invitations, which has not 
been the ease, this construction results in a complete stultification of these 
financing methods in advertised procurement, since the need for financial assist- 
ance becomes apparent only at the time the low bidder has been determined. To 
avoid continuation of this misinterpretation, we suggest that it be specifically 
provided in the proposed regulation that the types of financial assistance covered 
will be available in the case of either advertised or negotiated procurement, and, 
in the former case, whether or not reference is made thereto in the invitation to bid. 

We also wish to call to your attention that the proposed regulation contains 
no mention of assistance to small business concerns as an important conside: ation 
n deciding whether to furnish financial assistance. It is true that reference is 

ade in several places to ASPR 3-101, wherein “consideration of the size of the 

siness concern” is mentioned as 1 of 17 factors to be considered by the contract- 














g officer in negotiated procurement. In view of section 701 (a) of the Defense 
Production Act. providing that small business enterprises shall be encouraged to 
ake the greatest possible contribution toward achieving the objectives of the act 
lin view of the legislative history of section 301 itself, we are of the opinion that 
lear and express reference to the objective of assisting small firms to participate in 
the defense program by furnishing financial aid is called for. In House Report 
27 ngress, second session (pp. 7-8), we find the following concerning 
s the propose 1 Defense Production Act: 
ng problems of contractors engaged in defense production, par- 
ic they are small and medium size, are unique in character. The 
loan-guaranty mechanism here proposed provides an effective solution of these 
problems Contracts for essential defense materials often require much larger 
financing by contractors than they are able to command under ordinary financing 
practices. It can make possible maximum participation by numerous smaller 


usiness enterprises in the Government’s defense production program, partic- 
ularly those who do not themselves have direct Government contracts but whose 
work as subcontractors is essential for prompt performance on the larger prime 
contracts. It can also make practical the awarding of more Government con- 
tracts, requiring unusually large working capital or expansion in plant and facili- 
ties, directly to relatively small- and medium-size concerns. Without such finane- 
ing these concerns would not be able to make a full contribution to defense pro- 
duction.” 

The following is said in Senate Report 2250, 8lst Congress, 2d session (p. 18): 

“During World War II it was found that many firms could not qualify for defense 
contracts or subcontracts until they could demonstrate that they had the nec- 
essary financing and that, nevertheless, they could often not obtain the necessary 
financing from the banks until they had first received contracts or subcontracts. 
This vicious circle impeded production for national-security purposes and pre- 
vented the proper utilization of the facilities of small firms. 

“The development in 1942 of the highly successful V-loan program of guaran- 
teed loans made it possible for many small firms to contribute their resources of 
initiative and skill and facilities to the war program. 

“The purpose of section 301 is to set up a similar program of guaranteed loans 
now so as to prevent this vicious circle from arising later. This would help elimi- 
nate what might otherwise develop into a serious financial obstacle to efficient 
defense production. It would also help small business to contribute to defense 
production.”’ 

We therefore urge that specific reference to assistance to small-business concerns 
be included, as a minimum, in paragraphs A—206 and A-315.1. 

In further connection with the above-quoted language from the Senate report, 
we wish to stress the overriding importance of the procurement agencies giving 
full consideration to the availability of V-loans, progress payments, and other 
forms of financial assistance in deciding as to the financial ability of a contractor 
to handle a specific procurement prior to award of the contract. This will, of 
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course, require very close cooperation between finance officers and contracting 
officers. If this is not done, and it appears that some agencies have not, then it is 
inevitable that a great many small-business concerns will be ineligible to partici- 
pate in the procurement program. 

Finally, we would like to request representation for this administration on the 


Contract Finance Committee. In view of the importance of financial assistance 
to a broader participation of small-business concerns in the defense effort, our 
interest in this matter is very direct. It would be most helpful to us, therefore, to 


be able to follow current developments in defense-contract financing by having 
membership on this committee 
Sincerely yours, 
Te.rorp TayLor, Administrator. 

Mr. Bursren. Continuing with what the Senator said about thi 
administration of Public Lan 921, I think that is illustrative of the 
point I tried to make at the beginning. Where you give the Defense 
Department any latitude, any discretion as to how to enforce the 
spirit and intent of the Congress, somehow they invariably will 
find some way to contravene the spirit and intent of the Congress. 
They did it with Public Law 921, as the hearings very clearly point out. 
They have done it in their interpretation and administration of thi 
Small Defense Plants Act in their failure to afford small business a 
fair share of the defense dollars spent. 

We definitely feel that because of the past experience with them in 
that respect that the Congress must and should write into the law the 
intention of Small Defense Plants Administration, the clear-cut pro- 
cedure to insure distribution to small business. 

If | have not stated it, we wish to go on record as stating that we 
favor very strongly the retention of the Small Defense Plants Admin- 
istration as an independent agency. We understand that there has 
been some suggestion that it be transferred over to another agenc vy. 
We definitely feel that as an independent agency they are in a position 
and have battled and fought the fight for small business. If they were 
to be deprived of their autonomy, we feel they probably would be 
relegated to the category of a minor bureau and could not do the 
job they have tried to do with the tools they have had. 

In our statement we point out a couple recommendations which we 
definitely feel would assist the Smal! Defense Plants Administration 
to afford greater opportunity to small business. 

We make these recommendations at the top of page 14: 


That the Defense Departments be compelled to give to the Small Defense 
Plants Administration information with respect to all planned proon rements, 
except where security limitations might be necessary, and, second, that all Defense 
procurement officials, in handling procurements other than Seoaah advertised 
bids, in every instance must permit one or more small businesses to negotiate for 


such an item. 


What we megan is this: Where there is procurement and the Defense 
Department has been allowed to negotiate with a small number of 
concerns—and we understand that the bulk of defense dollars is being 
spent through negotiated procurements—we propose where a nego- 
tiated procurement is to be made—we exempt advertised procurements 
because the small manufacturer can read of it, request a bid invitation 
and bid. In these cases, we suggest that small business be brought in 
to negotiate, except where the contracting officer would certify in 
writing to the Small Defense Plants Administration that there was no 
competent small business qualified to handle that item. 

Then we propose the Small Defense Plants Administrator be given 
an opportunity to find, if possible, a small manufacturer required to 
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produce that item. If he cannot find such a small manufacturer, the 
procurement would have to go to big business. If they could find a 

small business, one or more of them, they would be given an oppor- 
inity to negotiate. 

We further suggest that where a small manufacturer participating 
in a negotiated procurement can match the bid of big business, that 
he be given the contract. It would be a system akin to the bid 
matching in a critical labor area. 

Possibly a small manufacturer in a critical labor area would be 
given first opportunity to match the bid of big business. Possibly a 
small manufacturer outside of a critical labor area would be given 
second choice, and possibly big business in a critical labor area. But 
we feel definitely such a procedure written into the law would insure 
small business a fair share of the defense dollars and we definitely feel 
that unless such a procedure is specifically spelled out in the law, the 
Defense Department will find a way to circumvent the will and intent 
of the Congress. 

There is one other situation that I just wanted to discuss very 
briefly and that is, the situation we have run across in Detroit, for 
example, in the automotive and tank center where there is an adver- 
tised procurement. They advertise what they are buying and you 
cannot get the print. You cannot get the print and because you 

‘annot get the print you cannot prepare a bid and the job would go to 
W wit atever manufacturer has been making it. The automotive and 
tank center says the items are proprie tary items, they are re ple acement 
parts, products then being commercially made. They are making a 
fine, noble gesture of throwing it over to the public for bidding but 
they do not furnish you a print. 

We definitely feel and we recommend here that the defense 
departments be required to submit at least one complete bid set 
including specifications and prints to the Small Defense Plants 
Administration. We feel that the program, such as we have outlined 
here of matched bidding, the requirement of furnishing prints on every 
job, will result in small business receiving a share of thé defense dollar 
and possibly as important as that is the cost of procurement going 
down. We feel if big business is faced with honest, aggressive compe- 
tition by small business they will have to lower their prices and they 
will have to get competitive. 

The CHarrMan. You say they do not furnish prints. If you write 
in and specifically ask for them they will give them to you, will they 
not? 

Mr. Bursten. They will not. 

We took the matter up with the Small Defense Plants Administra- 
tion. In fact, I have the correspondence here though I do not want 
to bother you with it. They talked to the Ordnance people and they 
were told that the automotive and tank center at Detroit had 
determined that where the item is a proprietary one, they will not 
furnish prints. They do not have them. The manufacturer theo- 
retically does not give to Ordnance a print of the item they are making. 
That is ridiculous. 

If we—and by “we” I mean small business—can competitively 
make any product being made by big business or anyone else we should 
be given an opportunity. The failure to afford prints deprives us of 
competition and any other business of competition. 
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The CuarrMan. You are talking now about items that are regularly 
on the market and are being produced and sold in the civilian trade? 

Mr. Bursten. No, I am not. I am talking about items that the 
tank and automotive center has been buying from companies. Gears, 
for example, from Willys-Overland. 

The Cuarrman. Originally it was a special item where the Govern- 
ment did the engineering and prepared the prints? 

Mr. Bursren. No, the engineering was done by the manufacturer 
from whom they bought the item. The engineering was not done by 
the Government. 

Senator SpARKMAN. Well, name an item. Did you say gears? 

Mr. Bursren. Gears, for example. 

Senator SPARKMAN. Motortruck gears? 

Mr. Bursren. That is right. The Milwaukee Gear Co., a member 
of our organization, brought the issue - us and we took it up. 

Senator SPARKMAN. How could the Government buy the gear that 
it wanted unless it designed it and let the manufacturer know what it 
wanted? 

Mr. Bursten. We know as a matter of fact, and I will state this 
under oath, that the tank and automotive center is buying items for 
which they do not have prints. 

The CuHarrmMan. They have specifications? 

Mr. Bursren. They have specifications but they have no prints. 

The Cuarrman. Will they furnish you with a sample of the item 
in the absence of a print? 

Mr. Bursren. I cannot answer that. 

A sample, I might point out, is not sufficient for good engineering 
practices, anyhow, in pre paring the bid. 

I do know the Milwaukee Gear Co. has felt that they can com- 
petitively make gears presently being bought by the tank and auto- 
motive center. Because they are deprived of the right to look at 
prints on those gears they cannot bid. 

Mr. CuarrMan. They are not deprived of the right to bid on them, 
are they? ‘ 

Mr. Bursren. They are not, but how can you effectively bid with- 
out looking at a print? You can go ahead and get the last price the 
job went for and just close your eyes and raise it 10 percent or lower it 
10 percent or use the same price and stick a bid in and I think many 
companies have done that. 


Senator SpaRKMAN. If you should bid for it and get a bid, how 
could you build it? 


Mr. Burstren. I do not know the answer to that. I think it would 
fraught with difficulties. 

It isa typical Defense Department practice, restricting competition 
because they have a satisfactory source. The policy of the Defense 
Department has been not to disturb it. 

Senator SPARKMAN. It is easy for them to continue with the prac- 
tices they have been carrying on for years and years. 

Mr. Bursten. That is right. “If you have a source, do not dis- 
turb it,” and that is just what they have done. That means for all 
practical purposes small business has been in many instances effectively 
excluded and will be continued to be unless they are forced to make 
allowances for them. 

The CuarrMan. Are there other instances than the case of gears? 

Mr. Bursten. In the tank and automotive center, no, sir. 
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I think that concludes our presentation. I hope the committee will 
see fit to adopt the recommendations we have made. 

The CuHarrMan. I have already suggested to the staff that they take 
your suggestions and analyze them. Go over them very carefully. 

Mr. Bursten. Thank you for your consideration. 

The CuarrMan. Thank you very much. 

Senator SPARKMAN. I believe you have made a very good statement. 

Mr. Bursren. Thank you. 

The CHarrMan. Is Mr. Rabe present? Mr. Rabe, of the Gemco 
Engineering & Manufacturing Co? 

(No response. ) 

The CHarrRMAN. He is not present. 

If he arrives later, or wishes to submit a statement, it will be printed 
as a part of the record, if and when he presents his written statement. 

I find all he has is aletter addressed to myself and, without objection, 
Mr. Rabe’s statement will be printed in the record at this point. 

(The statement of Mr. Rabe follows:) 


STATEMENT OF Howarp A. Rass, PRESIDENT, GEMCO ENGINEERING & 
MANUFACTURING Co., INc., WoopLaAwn, Onto 


Our company is located in Glendale, Ohio, about 12 miles from downtown 
Cincinnati. Our plant has about 39,000 square feet of manufacturing space and 
employs normally about 80 persons. We have on occasions had as many as 
160 persons on our payroll. 

We have no product of our own, operating strictly a job shop in the sheet 
metal field. We have equipment for welding, painting, assembly, and tool and 
die work. We also have brakes, shears, and punch presses. 

Because of our limited capital we are unable to finance the usual Government 
contract through the regular banking channels ard have had in the past recourse 
to the Reconstruction Finance Corporation when awarded such contracts. 

Recently we submitted a bid to the Ordnance Tank Automotive Center of 
the United States Army for the renovation of 2,500 2-wheel trailers amounting 
to $233,750. Subsequently we were notified that our bid was low. However, 
we would have to furnish adequate proof as to how we would finance the contract. 

Previously we contacted the RFC and were told by the Cleveland office that 
their agency would probably look with favor on our application. However, no 
one was in a position to say definitely that the loan would be made. In any 
event, no action could be taken until we had the contract. The above informa- 
tion was passed on to OTAC who in turn called the RFC, and we understand 
were given the same statement as was given to us. In other words, everyone 
felt that the loan would be approved after being submitted to the review board 
in Cleveland and then passed on to the Washington office where it would also 
be reviewed. 

At this point we were squarely in the middle. We could not get a contract 
without adequate proof of finances and no loan without a contract, thus creating 
an impossible situation for small business. 

While in Detroit negotiating for this contract we learned of the SDPA and 
that their regional office was in Cleveland. We called that agency and explained 
to Mr. William S. Hug our problem and asked for his help. He felt something 
could be done, and in a day or two he came to our plant and made an inspection 
of our facilities, reviewed our work history, our present financial position, and 
the possibilities of available labor to do the job. 

As a result of his visit a certificate of competency was issued by the SDPA 
office in Washington and forwarded to OTAC. This certificate certified as to 
our facilities and finances. Even after this certificate was issued, it seemed there 
was some doubt on the part of OTAC as to our facilities being adequate. It was 
through Mr. Hug and his representatives at the Detroit OTAC office that this 
matter was cleared up. The contract was then awarded to us, our loan was 
approved and today we are 50 percent complete with the job. 

We are convinced that without the help of Mr. William 8S. Hug and the agency 
he represents our company would have been deprived of this work. In apprecia- 
tion of the efforts of the SDPA we addressed a letter of thanks to Senator Spark- 
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man and also detailed in our letter our experience. A copy of that letter 
attached hereto, as well as the reply from Senator Sparkman. 

Since starting on this contract Mr. Hug has kept close tab on the progress we 
are making by calling here in person and visiting the office of the Cincinnati 
Ordnance District. There is little that happens that he is not aware of, and his 
help is invaluable 

Along about February 1 of this year we learned that the United States Army 
Air Foree Base at Shelby, Ohio, was asking bids on some trailers equipped wit! 


air-conditioning units. This work we are familiar with and called the office at 
Shelby, Ohio, and requested a bid set. We were told there were no more sets 
available, and none would be run. They did tell us that possibly the office at 
Cincinnati or Wright Field at Dayton may have some bid sets available. W, 
called the Cincinnati office and were told that thev had no bid sets and were not 
aware of the procurement Che same result was had from a call at the Wright 


Field office 

Having had such fine results from our previous call to the SDPA, we agai 
called them for help and with 5 days we received a bid set and are now preparin, 
our quotatior 

We have listed our facilities with the SDPA together with a statement detailing 


our work history This procedure, we understand, is followed by numerous smal 
firms. We had occasion recently to call the agency when seeking a source for 
small motor We were referred to a manufacturer of this item and are nov 
negotiating with them 


rhe thought has often occurred to us as to what would happen if the RFC 
refused a loan previously recommended by the SDPA If some method were 
found to give this agency its own loan authority, this problem would be eliminated 
and its value to small business greatly enhanced 

The above instances have convinced us that there is a definite place in our 
Government for an agency such as the Small Defense Plant Administration, ons 
not affiliated with any other Government bureau. We are sure that we are not 
alone in our opinion and that other small-business firms have had similar experi- 
ences, share our feeling and concur in our recommendations as above stated. 





Senator SPARKMAN. May I also put into the record a letter Mr 
Rabe wrote me on October 14 which gives a very good narration of 
the experience he had in getting a contract? 

The CHarrMan. Without objection, both his letter and your reply 
will be placed in the record. 

(The letters referred to follow:) 

OcToBER 14, 1952. 
Senator Joun J. SPARKMAN, 
Chairman, Senate Select Committee on Small Business, 
Senate Office Building, Washington, D. C. 

Drar Senator: We have recently had an unusual experience in attempting 
to secure a Government contract, which we feel should be called to your attention. 

Our quotation on a proposed contract with the Ordnance Tank Automotive 
Center, Detroit, Mich., qualified us as low bidder for rebuilding 5,000, 1-ton, 
2-wheel cargo trailers. However, Ordnance Tank Automotive Center withheld 
awarding the contract to us on the ground that we had not established financial 
responsibility to their satisfaction. OTAC arbitrarily told us that we were to 
have 24 hours in which to raise $50,000 or we would lose the contract, also they 
would only award us 2,500 of the trailers for rebuilding. 

This company built, during the last war, a large quantity of similar cargo 
trailers and we feel that we are well qualified to perform this particular job. We 
have been informed that the preaward survey conducted by the Cincinnati 
Ordnance District recommended us productionwise. It is our opinion that we 
do not need additional work capital for this job, but in response to Ordnance’s 
ultimatum, we attempted to borrow the sum requested. We also immediately 
contacted certain Government agencies for assistance in securing an extension 
of this 24-hour deadline (as it was impossible to secure a loan in such a brief 
period of time or in eliminating the additional financial requirement). 

Very fortunately for us we contacted the one agency that promptly and effec- 
tively came to our assistance, which was the Small Defense Plants Administration. 
In this instance, our contacts were made with Messrs. W. Il. Hugg and E. M. 
Sturgess, of the Cleveland office; J. B. Shepard, Leonard Sachs, and Mr. Johnson, 
of the Detroit office, who performed what seemed to us the impossible and in record 
time, were able to secure a certificate from their agency that we were competent 
to perform the contract financially and otherwise. Therefore, under the provi- 
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sions of the Defense Production Act, this certificate made it mandatory for 
OTAC to award the contract to us. 

If our experience is typical, we feel that Small Defense Plants Administration 
is doing a great job for small business, and we feel that we should take the time 
to so advise those in Washington who are interested in the problems of small 
business, as you are. This Government agency, along with the Reconstruction 
Finance Corporation, which has also been a great help to us in the past, are two 
agencies which have our wholehearted support. 

Very truly yours, 
THe Gemco ENGINEERING & MANUFACTURING Co., INc.. 
Howarp L. Rass, President. 


UNITED States SENATE, 
SELEcTt COMMITTEE ON SMALL Business, 
October 21, 1952. 
Mr. Howarp L. RABE, 
President, The Gemco Engineering & Manufacturing Co., Inc., 
Glendale, Ohio. 

Dear Mr. Rae: I am pleased to acknowledge receipt of your letter of October 
14 bringing to my attention the unusual experience you have witnessed in securing 
a Government contract I am indeed happy that the Small Defense Plants Ad- 
ministration was able to come to your last-minute urgent assistance 

I am very familiar with the difficulties which you have had with the Army 
Ordnance since it is well known that the overhaul and rebuilding program of 
trailers and trucks is one of the most difficult procurement items handled by the 
Ordnance Department. We have had a number of complaints relative to this 
rebuilding program and for that reason I am very happy that you were able to 
obtain a contract. 

With best wishes. 

Sincerely, 
JOHN SPARKMAN, Chairman. 


The CuarrmMan. Also, I wish to put in the record at this point a 
letter from the France Packing Co. of Philadelphia, addressed to the 
committee. 

(The letter referred to follows:) 

FRANCE PackIne Co., 
Philadelphia 35, Pa., March 9, 1953. 
SENATE BANKING AND CURRENCY COMMITTEE, 
Senate Office Building, Washington, D. C. 


(Attention of committee chairman.) 


GENTLEMEN: I am attaching the enclosed letter received in the morning mail 
to show you what is being circulated in an attempt to arouse interest for the con- 
tinuation of the Small Defense Plant Administration after its expiration date of 
June 30 next. It impressed me as being a phony letter in that it was not w ritten 
on a letterhead of the company and if the business is so smal! that it cannot afford 
a letterhead then the signer, Carl Armfelt, is laying out a lot of money to take it 
upon himself to appear in Washington. The letter impresses me as an attempt 
to keep the bureaucratic form of government alive that would interfere with 
reduction of taxes. 

Our company is small but we do not feel that the Small Defense Plant Adminis- 
tration has been of any help to us and the cost of operating it is probably out of 
proportion to the good that it could do small businesses. I would be glad to see 
it abolished and am so writing Mr. Armfelt. 

Mr. Armfelt’s reference to the possible liquidation of the RFC as a reason for 
increasing the scope of SDPA gives me the opportunity of commenting on the 

teconstruction Finance Corporation and its possible liquidation. I agree with 
those people who claim that RFC has been mishandled, is inefficient and has 
employees who have created scandals but I recently saw figures showing it was 
one of the profit producer’s in the Government rather than being an outright 
expense as most other bureaus are. We have found a need for RFC in our own 
business. We entered into an expansion program which our own small bank was 
not big enough to handle although it endeavored unsuccessfully to interest several 
of Philadelphia’s larger financial institutions. Our company is perfectly sound 
and making good profits, it has been in business for 55 years and it is very stable. 
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Notwithstanding all these favorable conditions that would warrant a banking 
institution making the loan, the large institutions intimated that we were too 
small for them to bother with and only RFC would loan us the money. We are 
paying the same rate of interest that the banks would have charged and our 
assets more than cover the loan. There appears no reason why the RFC should 
not return a profit unless it is improperly managed and we agree that in dealing 
with it its ways are typical of Government bureaus and could stand a lot of 
improvement businesswise. 

Our recommendation would be that RFC or a similar governmental corporation 
be continued but be overhauled so that it would do business as efficiently as a 
privately owned corporation. The RFC certainly has done us a good turn and 
our experience with large financial institutions indicates that small business needs 
RFC to make legitimate, well-secured loans. 

I will appreciate it if you will place before your Committee my feelings in 
regard to both the Small Defense Plants Administration and the Reconstruction 
Finance Corporation. 

Very truly yours, 
FRANCE Packinea Co., 
E. A. France, President. 


Marcu 9, 1953. 
Mr. Cart ARMFELT, 
Vice President, McGrath & Co., Inc., 
250 East 5th St., St. Paul, Minn. 

Dear Mr. ARMFELT: Your letter of March 4 in reference to the Small Defense 
Plants Administration has been received but I cannot go along with you as a 
sponsor of its continued existence after June 30. It is my feeling that SDPA 
cannot possibly render sufficient assistance to small businesses to justify the cost 
to government for maintainingit. I have so advised the chairman of the Senat« 
Banking and Currency Committee. 

Very truly yours, 
FRANCE PackING Co., 
E. A. France, President. 


Sr. Paut, Minn., March 4, 1958. 

DeAR Sir: The Small Defense Plant Administration will be abolished this 
coming June 30 unless we the small manufacturers and businessmen of the United 
States coordinate in all-out effort to further the continuation of this agency. 
The Senate Banking and Currency Committe start hearings on this bill next 
week and it is very important that we do everything possible to convince this 
committee that the SDPA should be continued. 

It is realized that all of us cannot go to Washington in order to present our 
views to the committees and legislators interested in, or opposed to, the continua- 
tion of SDPA. However, we can be heard from through our Senators and Repre- 
sentatives. This should be done immediately as time is of essence. I therefore 
suggest the following as a way by which you will be heard: 

1. Contact as many small manufacturers in your community as possible. 
Select one to go to Washington immediately. Have him call on both of the 
Senators from your State and as many Representatives as possible. 

2. Have a document prepared, for his disposal, pointing out all the advantages 
that SDPA offers the small manufacturer in your State. Be sure that this docu- 
ment includes and emphasizes the fact that the SDPA protects only the small 
manufacturers’ right as a competitor in Government business and that the agency 
does not and shall not engage in any giveaway programs or entertain any other 
practice that is not to the best interest of free enterprise. 

One of the most important points to remember is the Reconstruction Finance 
Corporation situation. As you know, under Act 714, which is the SDPA Act, 
the SDPA can only recommend to RFC that a loan be made, and only RFC has 
the money and the authorization to grant that loan. The feeling in Washington 
is that RFC has only a 50-50 chance of surviving. So, should RFC be liquidated, 
SDPA’s whole program of aiding small manufacturer in obtaining loans and 
financial assistance will be without value. Should this happen, it is suggested 
you recommend that SDPA Act 714 be amended in order to provide SDPA with 
funds and authorization to make their own loans. 

3. Send as many letters and/or telegrams as possible to your Senators and 
Representatives in Washington, D. C., supporting this legislation. 
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In conclusion, I would like to explain my position in this matter. Like you, I 
am a small manufacturer located in St. Paul, Minn., and this letter is written to 
you of my own volition. I do not represent anyone else except my own firm and 
| have not and will not receive any compensation for my work toward this cause. 
If I can be of any further assistance, please call me (not collect) either at St. Paul 
or Washington, D. C. If your man can attend a meeting March 17, have him 
eall me in Washington. 

Sincerely yours, 
McGratu «& Co., INc., 
Cart ARMFELT, Vice President. 

The CuHarrMaNn. Our next witness will be Mr. Stewart, president of 
the Stewart Manufacturing Co., of Indianapolis, Ind. 

Is Mr. Christophersen here? 

Mr. CuRrISTOPHERSEN. Yes. 

The CuarrMANn. How long is your statement? 

Mr. CuristorpHERSEN. About 4 or 5 minutes at the most. You 
can probably get through with it in 2 minutes. It is very concise 
and very clear. 

The Cuarrman. Mr. Stewart, I see you have a fairly long state- 
ment. Do you wish to read the entire statement? 

Mr. Stewart. Yes, sir. 

The CHarrmMan. Let us first take Mr. Christophersen, if he thinks 
he can finish in 4 or 5 minutes. 

Mr. CuristorHEersEN. I can be through before that. 

The CHarrMan. Then maybe we can find that we can finish this 
morning and will not have to come back at 2 o’clock. 

Is that agreeable to you, Mr. Stewart? 

Mr. Stewart. Yes, sir. 


STATEMENT OF S. R. CHRISTOPHERSEN, PRESIDENT, ACCOM- 
PANIED BY S. S. PARSONS, CHAIRMAN OF THE BOARD, 
SMALLER BUSINESS OF AMERICA, INC. 


Mr. CurisTtoPpHERSEN. I would like to introduce Mr. Parsons, who 
is chairman of our board of trustees. 

I will read the statement that has been passed by our national 
legislative and tax committee and by our executive committee. We 
have the whole thing signed here. We have sent the statement to 
quite a few of the Senators as well as the Members of the House of 
Representatives. 

My name is S. R. Christophersen. I am president of the Smaller 
Business of America, Inc. We are located at 406 Euclid Avenue, 
Cleveland 14, Ohio. 

We recommend that the life of Small Defense Plants Administration 
be extended for 1 year from July 1, 1953 to June 30, 1954; that the 
operations be carried on in such a manner that there be discontinuance 
of duplication by other Government agencies; that the basic principles 
as stated in the original act be followed; and that an operating budget 
as economical as possible be set up for administration, keeping in 
mind the following matters: 

1. Personal contact is the best way to solve problems. Therefore, 
small offices with authority should be placed within reasonable travel- 
ing distance for the small-business men throughout the Nation. 
These offices need not be able to answer all problems, but should be 
able quickly to get the answer from either their own agency in Wash- 
ington, or some other Government agency, so as to eliminate as much 
difficulty as possible in operations. 
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2. Duplication by other Government agencies should be eliminated 
through loeal banks or through RFC 

t. The small-business man urgently needs current information o1 
military procurement and other Government purchasing. 

5. Much can be done to stimulate the formation of pools or groups 
of subcontractors 

6. The agency should have the power actually to direct the placing 
of a portion of Government contracts into the hands of small business 

Smaller Business of America, Inc.: Ernest J. Kaltenbach, general 
chairman, legislative and tax committees; G. William Jedlicka, chair- 
man, national legislative and tax committee; William J. Franz 
secretary; 5. R. Christophersen, president; and S. S. Parsons, chair- 
man of the board. 

The CHarrmMan. Your statement is very explicit and right to thi 
point and I think we understand exactly what you want. 

Mr. Curistoruersen. I wish to compliment also Senator Spark- 
man, the past chairman of the Senate Select Committee on Small 
Business, who is also a member of your committee, and I am very 
happy to see that he is still a mer mber of the Senate Select Committee 
on Small Business. He and the rest of the members have been doing 
a wonderful job. 

Senator SparKMAN. Thank you on behalf of the committee, Mr. 
Christophersen. 

[ can certainly say that we have had a good working committee 
without any sign of partisanship in it at all. 

Mr. CuristorpHersen. That is right. We have the same thing 
here in our organization. 

Senator SPARKMAN. We are doing very well under Senator Thye, 
our present chairman 

I notice your statement here about economical administration. 

Do you know how many employees SDPA has? 

Mr. CurisroPpHEersEN. | do not at the present time, no. 

Senator SparKMAN. They have 415. I believe that is pretty 
economical. They are covering the whole country with 13 regional 
offices 

You are familiar with the fact, are you not, that they are setting 
up small offices, usually consisting of just two persons? That is 
what en meant by contact arrangements? 

Mr. eee RSEN. That is right. 

The AIRMAN. Thank you very much. 

Mr. ¢ rete aeal lime! ft Boca RP 

The CHarrMan. Very well. 

Mr. Parsons. Senator Capehart, we feel in Cleveland that perhaps 
the most necessary move for you in Ce ongress to consider, particularly 
in view of RFC’s doubtful life, is some kind of support to small 
business on financing 

We might say, frankly, we have worked with our own banks in 
Cleveland for over 2 years with very good results. Here is just one 
little incident that I would like to give you of our thinking. One 
particular bank which perhaps handles half the money in Cleveland, 
a year ago responded to our plea and set aside special funds for the 
use of small business. The directors and the president did that. 

Much to our surprise, in 18 months only 15 percent of this money 

been used, and we have come to the conclusion that we are not 


i 





3. The agency should assist small business in arranging financing 
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going to get the banks to loan small business money unless we can sell 
the loaning officers and branch managers possibly some kind of 
insurance plan similar to FHA. 

It is not that the guaranteed loan is essential for the safety of the 
loan as it is for the psychology of the loaning officers of this country, 
and we wish to stress that particularly. 

The Cuarrman. Thank you very much. 

Now, Mr. Stewart of the Stewart Manufacturing Co. of Indianapolis. 


STATEMENT OF ROLLIN H. STEWART, PRESIDENT, STEWART 
MANUFACTURING CO. 


The CuarrmMan. We are delighted to see you, Mr. Stewart. | 
might say to Senator Sparkman that Mr. Stewart is from Indianapolis 
and I know him favorably and know his company. 

Mr. Srewarr. | am Rollin H. Stewart, president and treasurer of 
Stewart Manufacturing Co., Indianapolis, Ind. 

[ greatly appreciate the opportunity of appearing before your 
committee and testifving as to the problems of a small manufacturer. 
| consider the company which I operate, Stewart Manufacturing Co., 
Ine., 320 East St. Joseph Street of Indianapolis, Ind., to be in this 
classification. This company, at the present time, employs less than 
75 employees. 

During World War II, the writer expanded his manufacturing 
operation and fabricated precision aircraft engine parts that were used 
in the assembly of the R2800 Pratt & Whitney engine by the Ford 
Motor Co., Detroit, Mich. Shortly before the end of the war we 
acquired a prime contract, fabricating the upper and lower time 
train rings for the M77 fuse with the Cincinnati ordnance district. 
We did an annual volume of business during World War II of approxi- 
mately $2 million. 

When World War II was terminated, we placed all the machinery 
we did not need in the manufacture of our civilian product, Kitchen- 
aire ventilators, in storage. Besides the manufacture of Kitchen-aire 
fans during the years 1946 to 1951, I engaged in the operation of 
Stewart Motor Sales, Inc., Kaiser-Frazer distributor here in Indianap- 
olis. The last 2 years of my operation of Stewart Motor Sales, 
Inc., I lost a considerable amount of money, which business was 
liquidated and then I proceeded to spend my full time in the manu- 
facturing business. From my position as president of Stewart 
Manufacturing Co., Inc., we have had a tremendous struggle operating 
under the rearmament program not knowing what to do in securing 
adequate materials for our civilian product and plenty of problems 
securing defense work. We have approximately $300,000 invested 
in our business and our main civilian business is the manufacture of 
Kitchen-aire fans. 

When the rearmament program was started and materials were 
curtailed for civilian production, we did not know whether it would 
be possible for us to exist on a limited civilian program. We put in 
a couple of bids on prime contracts which we were competitive on. 
However, the Government decided to expand their present sup} liers. 
lt cost us anywhere from $1,000 to $2,500 in direct cost in arriving 
at an intelligent bid on a prime contract. Government or defense 
business Is very competitive today. Our first bid which we submitted 
on a prime contract, February 12, 1951, was on the M21 A4 booster. 
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It is my usual procedure to always take at least a couple | of my 
engineers, whenever possible, to look over other manufacturers’ opera- 
tions who are making the similar item for the Government. We fee] 
that if we can see another manufacturer’s production line or setup, 
we will get an education and possibly hope and see a few ways we 
might be able to do the same job faster and more economical. This 
takes time and money, which is very hard on a small manufacturer 
with limited capital; however, it has been our experience that it has 
paid off. After looking over a production line, we spend considerab| 
engineering time in figuring out ways it would be possible to do the 
same job competitive on our own machinery. Considerable time is 
spent on engineering of tools and fixtures in getting quotations. On 
August 8, 1952, we placed a bid on the 57-millimeter shell which wi 
were low bidder in the Cincinnati ordnance district. In order to 
give an intelligent bid, we visited the Heckethorne Manufacturing 
Co., of Littleton, Colo., who up to that time had been the only success- 
ful producer on this shell. Our bid on this shell was approximately 
the same or I believe a little less than the price the above-mentioned 
company was receiving from the Government. 

This contract was finally let to a manufacturer in another ordnance 
district, in the State of Illinois, whose bid was lower than our bid. It 
is possible for a manufacturer who has adequate finances to bid on a 
Government prime contract which has an escalator clause of 10 per- 
cent, lower than a small manufacturer who is operating on very limited 
capital. If we were to bid too low on a Government contract and 
would lose $75,000 to $125,000 before we could secure the Govern- 
ment O. K. on a price increase, we would be out of business. We 
just do not have that kind of money and I believe the majority of 
other small manufacturers are faced with the same situation. I have 
always found the Government to be very fair in their negotiations 
but extremely slow in action. 

We finally accepted a subcontract to fabricate tank track pins. In 
order to get into this program we have had to make a capital invest- 
ment in specialized productive equipment not needed in the civilian 
operation, of approximately $75,000. We also had to make an invest- 
ment of approximately $30,000 for tools and fixtures to fabricate these 
pins before it was possible to make any shipments. Another tre- 
mendous problem which confronted us was that we had to place 
orders for 600 tons of steel for this job and as we had not, in the 
past, been a regular customer of the steel mills, they asked us to pay 

cash with order. This required approximately $50,000 cash. You 
can see we had the problem of raising cash and securing whatever 
credit we could in order to take care of this $155,000 be fore we were 
able to deliver parts. 

[ believe you will find that from 90 percent to 98 percent of the 
small manuiac‘urers who employ less than 1060 employees would be 
unable to put $155,000 into such an investment. It is a tremendous 
undertaking for a good, reliable small manufacturer who has good 
credit to secure a Government loan for working capital in the present 
rearmament program. The small manufacturer gets nothing but what 
he fights for, which is usually very inadequate in the rearmament 
program where everything is very competitive. In order for us to 
complete our contracts on tank track pins we are required to have 
approximately $75,000 in steel bar stock. This is a special alloy steel, 
not used in civilian business, and credit with the steel mills is 
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practically impossible for a small manufacturer to establish. The 
steel mills can sell their output to AAAI firms, and it is really a 
tremendous problem for small manufacturers to secure the proper 
flow of steel with their limited capital. 

I believe you can see from our problems that there is a definite 
need for the Small Defense Plants Administration. The small manu- 
facturers, as I see it, are the ones who need help and assistance. We 
all know that when the large contractors or manufacturers need addi- 
tional working capital, their problems are small as they can easily 
secure adequate finances on a regular loan basis. The larger manu- 
facturers appear to obtain prime contracts and the necessary equip- 
ment with considerably less effort than required from a small manu- 
facturer. It is practically impossible for the little fellow to secure 
any Government equipment and very hard for him to secure finances. 
[t is my understanding that some of the large prime contractors secure 
their orders from the Government on a cost-plus-fixed-fee basis. The 
small manufacturer has to bid and usually has to be a genius to do his 
particular job on his present equipment in order to do it competitively, 
and I would say that they are very fortunate if they realize a profit 
on their subcontract work. If a small manufacturer was furnished, 
through lease arrangement or advanced through loan, necessary 
capital to purchase the specialized production machinery similar to 
the assistance rendered by the Government to large prime contrac- 
tors, I am sure that in our case and almost all of the other small manu- 
facturers’, that they could do the same job for the same money or 
possibly a little less. 

I would like to submit the attached letters from Bankers Trust Co. 
Fidelity Trust Co., and Associates Investment Co. as credit references 
and other iota Hn letters confirming the need and continuation of 
SDPA. 

The Chicago office of SDPA has been of considerable assistance to 
Stewart Manufacturing Co., Inc., consulting with the writer regarding 
submitting bids on several subcontracts, and were instrumental in 
obtaining for our company a subcontract amounting to approximately 
$350,000. 

Up to the present time, Stewart Manufacturing Co., Inc., has been 
unable to negotiate satisfactory financial arrangements with banks in 
Indianapolis, RFC or SDPA. Our problem has been due to our state- 
ment not showing a profit because of the heavy expense we have been 
put to in our cost for specialized fixtures and tools. Naturally we feel 
as we progress in our production on contracts we will ms ake a profit 
and will be able at that time to negotiate a loan to assist us in handling 
our material inventory. 

It is my urgent recommendation to you gentlemen, if this country 
is to receive anywhere near the productive capacity of small manu- 
facturers, that arrangements be made through SDPA whereby they 
could make loans direct with a minimum amount of delay. There is 
a great need from small manufacturers for this Government agency, 
especially for small business concerns who employ less than 100 
employees. These small manufacturers are capable of doing a good 
job for the Government and I believe you will find a considerable 
number of them who possibly can get the job done quicker and at a 
lower cost if reasonable Government assistance was extended to them, 

I want to thank you for your past effort and cooperation in assisting 
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to create the Small Defense Plant Administration and I will greatly 
appreciate your future cooperation for the continuation and expansion 
of the Small Defense Plant Administration which I am sure, if given 
the support of the United States Congress, will do an outstanding job 
for smal] manufacturers. 

Mr. Srewarr. I would like to stress three points that I think this 
committee should give its first consideration to. 

The CuarrmMan. Will you yield just one minute. Without objec- 
tion, the letters referred to by Mr. Stewart will be made a part of the 
full record. 


(The letters referred to follow:) 


3ANKERS Trust Co., 
Indianapolis, Ind., March 6, 1953 
SENATE BANKING AND CURRENCY COMMITTEE, 
Senate Building, Washington, D. C. 

GENTLEMEN: For your information we wish to write you regarding our credit 
experience with the Stewart Manufacturing Co., Inc., and Rollin H. Stewart, who 
prior to the incorporation operated the business as a sole proprietorship. We have 
been doing business with Mr. Stewart and his firm—he is owner of practically all 
the stock—for a period of about 15 years. 

During this time we have extended considerable credit to Mr. Stewart, although 
the maximum amount of any loan did not exceed $80,000, as this is the limit we 
are allowed to loan any one concern. Mr. Stewart has always taken care of his 
obligations promptly 

The Stewart Manufacturing Co., Inc., of which Rollin H. Stewart is president 
and treasurer has considerable machinery and Mr. Stewart, being very aggressive, 
has attempted to use all of it in the rearmament program. He has increased the 
monthly volume until it now exceeds $100,000 a month. He believes that if his 
finances were adequate he could increase his volume some $200,000 to $300,000 
amonth. Due to the fact that the Stewart Manufacturing Co. is possibly the only 
one that would be interested in an RFC, V, or SDPA loan, we have not attempted 
to enter into this phase of financing, and we are limited to a maximum loan of 
$80,000. 

We believe that if the Government is in need of the services of the Stewart 
Manufacturing Co., Inc., and similar concerns, the Government should make some 
means available where they could secure sufficient financial assistances to process 
their Government orders. 

Very truly yours, 
WinLtiaAM H. Pouk, Secretary- Treasurer. 


Fipetity Trust Co., 
Indianapolis, Ind., March 9, 1958. 


SENATE BANKING AND CURRENCY COMMITTEE. 


senate 1 ilding, Washington, Df 
GENTLEMEN: During World War II, the Fidelity Trust Co. cooperated with 
Rollin H. Stewart in s ing a $70,000 V-loar He took care of this obligation 
as agreed. During World War II Mr. Stewart did a monthly business in excess 


of $200.000. 
It is the writer’s opinion that Mr. Stewart is a capable, hard worker and is 
deserving financial assistance at the present time in his rearmament production. 
Very truly yours, 
Ewinc L. Cox., Vice President 


AssocIATES INVESTMENT Co., 
South Bend, Ind., March 9, 1958. 


’ 
SENATE BANKING AND CURRENCY CoMMITTEER, 
Senate Building, Washington, D. C. 


GENTLEMEN: Mr. Rollin H. Stewart, president and treasurer of Stewart Manu- 
facturing Co., Inc., 320 East St. Joseph Street, Indianapolis 2, Ind., has requested 


that I write your committee giving our past business relations. 
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During the period of time that Mr. Stewart was engaged as a distributor for 
Kaiser and Frazer automobiles we considered him to be a very aggressive operator, 
and he did his best to do a good job here in Indianapolis. In his operation of 
Stewart Motor Sales, Inc., 3209 East Washington Street of this city we extended 
to him a floor-plan credit line of $500,000, and our past experience has been that 
he always took care of his obligations with this company when they were due. 
We did make him a capital loan of $40,000 to Stewart Motor Sales, Inc., which 
was taken care of according to our agreement. 

During World War II, Rollin Stewart did considerable business with the 
Bankers Acceptance Corp. of Chicago, Ill., and to my recollection he discounted 
his monthly receivables over a period of 2 years which would total approximately 
$4 million with not more than $200,000 or $250,000 outstanding at any one time. 
He had a very fine credit record with Bankers Acceptance Corp. which concern 
was purchased by my company. 

I personally know that the Stewart Manufacturing Co., Inc., is now producing 
in excess of $100,000 monthly parts for the rearmament program. I believe if 
the Government desires to use the facilities of small manufacturers in the rearma- 
ment program that the Government finance should be made available to good 
reliable producers who have good credit references. 

Very truly yours, 
AssociaTES INVESTMENT Co., 
Don G. Batu, Branch Manager. 


City oF INDIANAPOLIS, March 11, 1958. 
Senator Homer E. CapgHart, 
Senate Office Building, Washington, D. C. 


DEAR SENATOR CapEeHART: I should like to call your attention as the chairman 
of the Banking and Curreney Committee to the bearer of the letter, Mr. Rollin 
H. Stewart, president of the Stewart Manufacturing Co. He has been one of the 
leaders here in Indianapolis in the small defense plants. 

I would appreciate it very much if you would see that he is given an opportunity 
to express his opinions and views on the contracts of the small defense plant 
acitivities 

He is a good citizen of Indianapolis and possesses a good reputation for truth- 
fullness and veracity. Any courtesy you can extend to him will be very greatly 
appreciated by me. 

Very truly yours, 
ALEx. M. Criark, Mayor. 


DEPARTMENT OF COMMERCE, 
Indianapolis, Ind., March 11, 1958. 
Mr. Rouurn H. STEWART, 
The Stewart Manufacturing Co., Indianapolis, Ind. 

Dear Mr. Stewart: I would like to take this means of concurring in your 
support of the continuance of the Small Defense Plants Administration. We 
have had numerous requests from small plants for information on the procedure 
of securing financial assistance in connection with prime and subcontracting work 
for the defense program. 

Many of these concerns are highly reputable and competent and financially 
able to support themselves on their own commercial work; however, they have 
run into the same situation and conditions that you have when they are required 
to secure machines and materials from manufacturers that they have never 
done business with before. They are placed on a cash basis and are unable to 
lay out a great amount of money to get started in defense work. 

We believe that the only solution to this problem is financial assistance from 
a Federal agency if the small manufacturers’ facilities and know-how are used 
to full advantage in this patriotic effort In addition, many small communities 
are entirely dependent upon the payrolls from smaller plants and it would work 
a hardship if these were unable to participate in this effort. 

Wishing you every success in this endeavor to secure the continuance of the 
Small Defense Plants Administration, 

Sincerely yours, 
E. W. Beaman, Executive Director. 
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INDIANAPOLIS CHAMBER OF COMMERCE, 


Indianapolis, Ind., March 11, 1958. 
COMMIPTEB ON BANKING AND CURRENCY, 


Senate oj the United States, Washington, Dd. og 


GENTLEMEN: The Stewart Manufacturing Co., Inc., 320 East St. Joseph 
Street, of this city, will be represented before vou by its president, Mr. Rollin H 
Stewart, in a statement to urge extension of the Small Defense Plant Act from its 
present expiration date of June 30 1953 


his company engages in the manufacture of kitchen ventilating equipment for 


0 subcontracts for defense worl! Being a small, though 
experienced manufacturer, it has faced the problem of financing its current opera- 
tions and its expanded defense materials production Mr. Stewart headed 

company Which successfullv produced material for military purposes durine World 
War I] He is regarded as a competent and reliable manufacturer, and_ his 


opinions are entith 1 to vour consideration. 


civilian use, and has tw 


a 


Wma. H. Brow N, 


Mempuis, TENN., March 12, 1958. 


S ART MANI ( Co., Inc 
Indianapo l 
A Mr. Rol H. St ul 

Dear Mr. STEV I think at this time it would be in order for the Precision 
Tool Co.. of Men I Tent to take time out and write you a letter thanking 
vou for ¢ splend ooperation of Stewart Manufacturing Co., Ine , in aiding us 

naintain our schedules on our prime contract 

The time, effort, and money which vou expended in getting tooled up for the 
two parts ' hich vou are making for our company we know has been considerable 
and we appreciate your cooperation in going ahead prior to receiving a signed 
contract Your company and emplovees’ splendid support in working a day 
and night shift and Sundays when necessary is valued highly by our com- 
pany We know that vou have been financially embarrassed for being a small 


ompany, and having $50,000 invested in an order before you make shipments is 


We feel that it would be no less than fair for the Government to make finances 
readily available to capable small-business companies who have good credit 


references after they receive a defense order. It has been our experience that a 


manufacturer usually has to complete his order approximately 70 percent before 
he can start to real anv profit We hope that it will be possil le for you to 
realize a profit on all our orders 


Again thanking vou for vour past and future cooperation and as long as you 


supply us with good-quality parts and keep up with our schedules, same will be 


Precision Toot Co., Inc., 
Bitty STaFrorD, Secretary- Treasurer. 

Mr. Stewart. I would recommend that SDPA be continued and 
that its name be changed to Small Business Administration, as a 
permanent agency for the assistance of small-business concerns. 

Second, that the agency be given direct lending authority, or that 
loan recommendations made by SDPA be mandatory on RFC. 

Third, that stronger authority be given SDPA for earmarking 
defense contracts for small-business concerns as presently the Defense 
Department has veto power over SDPA recommendations. 

The CHarrMan. Have you had any trouble as described by the 
previous witness, in bidding on any products where you were unable 
to secure the necessary blueprints? 

Mr. Stewart. No, sir, | have not. The only problem I have is 
financing my business. 

The Cuarrman. Then, your recommendation is that the Small 
Defense Plants Administration be continued and the law be extended 
for at least 1 year? 


pere 
of le 
T 
sucl 
N 
v 
ing 
\ 
tiat 


I 


Sa 
m 


ERCE, 
11, 1958. 


t. Jose Dh 


Rollin H 


t from its 


ment for 
|, though 
nt opera- 
headed a 
ne World 


and his 


derable 
a signed 
za day 
ur com- 
a small 


ments is 


finances 
d credit 


1ed and 
n, as a 
ns. 

or that 
C. 

rarking 
Jefense 


by the 
unable 


have is 


Small 
tended 


STANDBY ECONOMIC CONTROLS 709 


Mr. Stewart. Yes, sir. I think it should be extended perman- 
ently. As I understand it, small business employs from 50 to 66% 
percent of the employees of the country and I think they are worthy 
of lots of consideration. 

The CuarrMan. Now, do you think it might be continued on some 
such basis as RFC? 

Mr. Stewart. I think so. 

The CuarrmMan. Now, do you think RFC might be limited to loan- 
ing money only to small business? 

Mr. Stewart. Well, RFC has been a good agency. I have nego- 
tiated several loans through it. However, it is quite hard. Almost 
as hard as a bank. 

The CuarrmMan. Do you recommend the continuation of RFC? 

Mr. Srewart. Yes, | would. I do not see where it is wrong, as 
long as an agency can make loans to business concerns. 

The CuarrmMan. The reason I say that is because there is a good 
deal of thinking before this committee to discontinue RFC 

Are there any questions, Senator Sparkman? 

Senator SpARKMAN. I do not believe so. I believe your statement 
is a very fine presentation and explanation of your experiences. 

Mr. Stewart. Thank you. 

The CHarrMan. Small business gets work and in turn gets special 
machinery to be used only on that job. When they have completed 
the job, the machinery has no great value and they still have the 
problem of financing the special machinery, the tools, dies and jigs 
that are needed. Banks are hesitant to loan money on special 
machinery because it has no value when that order is finished. They 
hesitate to loan money on thi at. 

You do not have a V-loan? 

Mr. Srewarr. No, sir. I tried for one and I had the Banke 
Trust to go up with me. 

The CaarmmMan. What was your difficulty with respect to the 
V-loan? 

Mr. STeWwarrt. Well, it was just what the other gentleman here 
said. The tank track pins which we were making could have been 
made by others 

The CuartrMan. How long ago was that? 

Mr. Stewart. It was 9 or 10 months ago. 

The Cuarrman. Do you understand that this is a recent ruling 
that you cannot get a V-loan if the product can be made by someone 
else? 

Mr. Srewart. No; I think that has been a ruling; kas it not? I 
think that is what we were confronted with at that time. 

The CHarrMaNn. It is strange to me because I again want to repeat 
I happen to know of one large corporation in the United States that 
received a commitment for a $250 million loan and I cannot conceive 
of there not being facilities to have been able to have done what that 
big company has been doing. 

We will get all the information on that. 

Senator SparKMAN. Was that a section 302 loan or a section 4 (a) 
loan? In the case of 4 (a) loans, it is a bankable loan. It may be 
that the loan you are referring to was a section 4 (a) loan rather than a 
section 302 loan. 

The CuatrmMan. We will get into that. 
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Senator SpaARKMAN. The witness points out one thing which I think 
is very significant. He was able to buy this machinery and put it into 
his own plant, but he points out the typical small business would not 
be able to invest $155,000. The typical small-business man cannot 
do that unless he has the money. 

Mr. Stewart. If the Government can help the large prime con- 
tractors it looks like something should be done for the little fellow. 

The CuarrMan. Are there any other questions? 

I believe we suggested to Mr. Dvas to give us this afternoon certain 
information on this subject. Since we have finished our witnesses, I 
am going to suggest that the staff contact Mr. Dyas and secure the 
information and that it be made a part of the record at the appropriate 
point, and also that the staff prepare and send a copy of Mr. Dyas’ 
statement to each member of this committee for their own personal 
observation. (See p. 691.) 

Well, we thank you, Mr. Stewart. You have been very helpful. 
We appreciate your coming in. It is a little unusual for a manu- 
facturer to come in at his own expense. That is exactly what Mr. 
Stewart has done in this instance. He came from Indianapolis at his 
own expense and represents himself only and is not a member of any 
association. 

We thank you very much. 

Mr. Stewart. Thank you. 

The CHarrMan. I have some letters and statements that, without 
objection, will be inserted in the record. 

(The letters referred to follow: 


STATEMENT OF KotTroN RectTiF1ieER Corp., Newark, N. J. 


Small Defense Plants Agency is the first actual representation which independ- 


ent business has had in Washington. Its value has been established beyond any 
question as a watchdog for small business, and as a factor in protecting and aiding 
interests of small business. This has been manifest in the following ways: 


1. The help that small business has had in obtaining subcontracts from prime 
contractors, where the Small Defense Plants Agency has placed its representatives 
with authority to analyze and suggest purchases by prime contractors from 
small-business firms 

2. Pools of equipment and machinery were formed to help small business to 
obtain machinery and equipment to produce subcontracts. 

3. The agency has helped small manufacturers to obtain expansion loans which 
otherwise they would be unable to secure. This has benefited small business im- 
measurably and enabled it to employ many more people, with the ultimate benefit 
to the Government in the way of additional taxes, both from corporations and 
individuals, more than compensating this risk. The record on these loans is 
comparable with the benefits derived in all similar loans which the Federal Gov- 
ernment has made available to business in the past. These were principally loans 
which the banks would not extend. The advantages to the banks as well came 
in greater deposits from small manufacturers and employees. 

It is our thought that not only should Small Defense Plants Agency be continued 
but it shall be recreated simply Small Plants Agency, set up independently with an 
independent committee of representatives of the small plants appointed to co- 
operate with the agency in an advisory capacity, and raised to a point of impor- 
tance to warrant the appointment of an Assistant Cabinet officer. This agency 
should have direct authority to make loans to small business. Present redtape at 
RFC defeats the purpose and benefits in many cases where timing is all important. 

Where big business is amply represented by individuals and lobbies, it naturally 
commands the respect and favor of Congress and the Senate; because of inability 
of small business to finance similar representation, the Small Plants Agency could 
very well go to bat and protect the interests of small business wherever warranted. 

With the current feeling that recession is expected in business, with the elimi- 
nation of Small Defense Plants Agency, there is nothing to prevent the prime 
contractors from reaching down in such a situation and producing many of the 
more important items now supplied by small manufacturers. Such a condition 


would 
turers 
manu 
neces 
possi 

A} 
tions 
to lay 
repre 
must 


prop 


Res 


W 
opel 
pres 
stre 
V 
Adr 
und 
con 

I 
ors 
im} 
at ' 
the 
pe! 
the 


uw. 


I think 
it it into 
ould not 
| cannot 


me con- 
low. 


certain 
lesses, | 
‘ure the 
‘opriate 

Dy as’ 
ersonal 


helpful. 
manu- 


at Mr. 


s at his 
of any 


rithout 


lepend- 
nd any 
| aiding 
Vs: 
prime 
itatives 
s from 


ness to 


which 
ess im- 
benefit 
ns and 
ans is 
] Gov- 
loans 
| came 


tinued 
ith an 
to co- 
m por- 
gency 
ape at 
rtant. 
urally 
bility 
could 
inted. 
elimi- 
prime 
if the 
lition 


STANDBY ECONOMIC CONTROLS 711 


would be harmful beyond words since it would take away from small manufac- 
turers that fringe of business which would be equivalent to operation by small 
manufacturers at a profit or loss. Prime contractors, in case of this pinch, would 
necessarily do that in an effort to continue employment of as much of its labor as 
possible, robbing small business of a chance to survive. 

A Small Plants Agency could nicely represent small manufacturers in tax ques- 
tions. At present there is a strong effort made to eliminate surplus taxes applying 
to large corporations. If surplus taxes are eliminated and that part of the budget 
represented by these taxes levied on the overall of business, small companies 
must necessarily bear a good portion of the surplus taxes if eliminated since these 
taxes must be raised regardless. 

The Small Plants Agency could very well be the source of very important and 
helpful publicity for small manufacturers, on questions affecting legislation, etc., 
proposed in Congress and in other ways. 


— 


RESOLUTION OF NATIONAL ESTABLISHED Roorina, Sipina & INSULATING CoN- 
TRACTORS AssociaTION, INc., L. A. RANDALL, PRESIDENT, NEW YORK 


Whereas, the Small Defense Plants Administration has been successfully co- 
operating with other Federal agencies and departments in carrying out the ex- 
pressed bipartisan desire of Congress that small business be preserved and 
strengthened under our current mobilization program; and 

Whereas in the conduct of its successful operations, the Small Defense Plants 
Administration has demonstrated that small business, properly represented, can, 
under any economic circumstances, be a vital bulwark of the American system of 
competitive enterprise; Now, therefore, be it 

Resolved: That the National Established Roofing, Siding & Insulating Contract- 
ors Association, Inc. representing 100,000 maintenance, repair, and home- 
improvement contractors, principally small-business men, in session assembled 
at the Statler Hotel, New York Citv, on February 17, 1953, urge and recommend 
the active continuance of the Small Defense Plants Administration as an inde- 
pendent, unaffiliated Federal agency and that this resolution and the reason 
therefor be conveyed to all congressional and executive persons interested therein, 


SMALLER Business AssocraTION OF New ENGLAND, INC., 
Boston 16, Mass., Marcl 15, 1958. 
Hon. Homer E. CAPEHART, 
Chairman, Banking and Currency Committee, 
Senate Office Building, Washington, D. 

DEAR SENATOR CAPEHART: Subject: To register the Smaller Business Associ- 
ation of New England as urgently reque oe the continuance of the Small Defense 
Plants Administration as provided in the Capehart bill, 83d Congress, 8. 753, 
section 305. 

Our board of directors has studied the accomplishments of SDPA on behalf 
of small concerns in New England and finds that it seems to have done a good job. 
We believe, therefore, that it has probably done equally valuable work throughout 
the country and, consequently, feel that it has amply justified its existence. 

In view of the competent, consistent, dynamic, effective record of substantial 
aids to small business of SDPA, we feel strongly that this organization should be 
continued as an independent agency. 

The need for SDPA may be even greater in the period ahead than in the period 
just passed, and, hence, there is every reason for its continuance. 

It is, we believe, particularly opportune at this time to give small concerns 
some reassurance that there is an awareness of their needs, so as to clear up any 
ideas that the Administration has forgotten them. The 4 million small businesses 
in the United States are alertly scanning the signs for indications that their vital 
importance in the United States economy is recognized in Washington. 

If there are any facts at our disposal with reference to the operation of thi 
agency which you might need to make up your decision on this matter, or if you 

would like to have a witness to testify personally before your committee, we will 
be very happy to furnish them 

We hope you will resolve your decision in favor of retaining as an independent 
agency this vitally important Washington representative of small business. 

Sincerely yours, 
“ “  SMatter Business AssocraTion oF New ENGLAND, INc., 
Joserpnx D. Noonan, Executive Secretary. 
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SpPARLING STEEL Co., 
Seattle, Wash., March 17, 1953. 
Re Senate Banking Committee hearing on abolishment of the Small Defens 
Plants Administration 
Hon. WaRREN G. MAGNuson, 
Member of the Senate. 
Senate Office Building, Washington 5. D. C. 
Dear Senator: Regarding the above 


referenced matter, I feel that to termi- 
nate this office would be a dire mistake 





Here in the Northwest I have had the opportunity to know the men handling 
this office and I know that they done a splendid job of seeing that every 
one in small business, who are so often discriminated against by the larger com- 
panies, gets a fair and unbiased hearing 


lo maintain our free and fair way of life it is most important that this office 


be kept open and also be given the finances to operate independently of any other 
office Therefore, I would like this letter to become part of the record as favor- 
ing the amendment of SDPA Act 714 in order to provide that organization with 
funds and the authorization to make their ow 


n loans 
Very truly yours, 


R. G. SPARLING. 


SENATE OF THE STATE OF TENNESSEE JOINT RESOLUTION No. 33 


By Mr. Speaker Maddux 
Whereas small-business firms from all parts of the country have complained 
bl » get defense contracts without adequate financial 


to Congress they are yt able tf 
backing and, on the other hand, are not 


able to get financial backing without 
defense contract and 
Whereas there was created by Congress on July 31, 1951, the Small Defense 


Plants Administration the principal functions of which, as prescribed by Congress, 


are to see to it that (1) small business gets its fair share of defense contracts, 
2) it receives a fair share of critical materials, and (3) it gets the financial and 
technical assistance needed to participate effectively in defense and essential 
clvillia ictivilles; a 

W hereas i is the expressed i tion of Congress that small-business concerns 
be encouraged to make the greatest possible contri yution to the defense program 
and that small business be maintained as a vital part of the national economy 


and thereby preserve and promote small-business enterprises throughout the 
United States of America; and 

Whereas it is the sense of this body that small business is the life essence of 
American industry and should be well preserved, protected, and encouraged: 
Therefore he it 

Resolved by the Senate oj the State of Tennessee, the House con erring therein, 
That we hereby approve and endorse the Small Defense Plants Administration as 
greatly beneficial and successful for the purposes for which it was created, and 
memorialize and petition Congress, through our Senators and Representatives in 
that body, to retain this agency as a separate independent agency as an aid and 
benefit to small businesses as well as any other essential industry to the defense 
program and protection of our national economy; be it further 

Resolved, That the clerk of this House is directed to furnish each member of the 
Tennessee delegation in the Congress a copy of this resolution and urge upon them 
the enactment of Senate bill 753 now pending, providing for the retention of the 
Small Defense Plants Administration, originally created by amendment in the 
82d Congress by section 714 to the National Production Act of 1950. 

The Cuarrman. We will stand recessed until 10 tomorrow morning, 
at which time we are going to start hearing rent-control witnesses. 
I suggest that the staff so inform every member of this committee 
that Wednesday and Thursday will be devoted to rent control. If 
we do not finish on Thursday, that we have Friday open and we will 
listen to them on Friday. 

[ wish you would notify every member of the committee that for the 
next 2 days and maybe 3 days we will be exclusively on rent control. 

We stand now in recess until 10 o’clock tomorrow morning. 

(Whereupon, at 12:35 p. m., the committee recessed to reconvene 
at 10 a. m., Wednesday, March 18, 1953.) 
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MONDAY, MARCH 238, 1953 


UnirepD STATES SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, B..€, 

The committee met, pursuant to call, at 10 a. m., in Room 318, 
Senate Office Building, Senator Homer E. Capehart, chairman, 
presiding. 

Present: Senators Capehart, Bennett, Bush, Payne, Goldwater, 
Maybank, Fulbright, Robertson, Frear, Douglas, and Lehman. 

Also present: Senators Hayden and Byrd. 

The CaairnMan. The committee will please come to order. Our 
first witness this morning will be Mr. Baruch. 

Mr. Baruch, we are delighted to have you. I believe you have a 
statement? 

Mr. Barucn. Yes, sir 

The Cuarrman. I presume you prefer to read it. Then if there are 
any questions after you finish, they will be asked at that time. Or 
do you mind being interrupted as you go along? 

Mr. Barvucn. I prefer, if any questions come to your minds, that 
the questioner mark it on the statement, and wait until I have finished. 
Perhaps I may have answered it. 

The Cuarrman. If that is agreeable to the committee, we will do 
that; proceed on that basis. 

Suppose you proceed then, Mr. Baruch. 

Senator MaysBank. Mr. Chairman, I might say I am delighted to 
have such a distinguished South Carolinian appear as a witness 
before this committee. 

The CuarrMan. I think we are all delighted to have Mr. Baruch 
here to give his broad experience. 

Senator Doveias. May I say the whole country claims Mr. 
Baruch, as well as South Carolina. 

Senator Maysank. The country should claim him. 

Mr. Barucn. I did not hear all that, but I am quite sure it was 
very nice. 

The CuHarrMan. We are dealing with a very controversial subject. 

We are very anxious to get the best judgment and draw on the 
experience of everyone who ever has had anything to do with this 
type of legislation in the past. It is a very serious question and, 
either fortunately or unfortunately, depending upon one’s stand- 
point, it is the responsibility of this committee to deal with it. We 
cannot avoid it. We are not trying to avoid it. We feel that it is 
our responsibility, being the committee that handles this sort of 
thing, to call to the attention of the administration, the Congress, 
and the people, that after April 30 we will have no legislation dealing 
with the economics of our Nation, should we get into a big emergency. 

The question is, Do the Congress and the administration and the 
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people want some sort of legislation to deal with a big emergency in 
the future, should it occur, or, do they prefer to handle it after the 
emergency hits? 

That is really the question before this committee. We think we 
have been fair with all of the witnesses. We have invited anyone 
interested to come in and testify on this subject. 

We are delighted that you are here, Mr. Baruch. May I suggest, 
then, if there is no objection from the committee, that you proceed 
in your own way. 


STATEMENT OF BERNARD M. BARUCH 


Mr. Barucu. Mr. Chairman, gentlemen, it is an honor to be asked 
to appear before you. At the outset let us be clear what we are 
considering. 

The question is not whether we should have economic controls 
during peacetime. 

Nor is it a question of whether there should be price and other 
controls at this time when we are neither at war nor at peace. 

The legislation before you proposes to put on a standby basis the 
authority and machinery that would be necessary to cope with 
another war or near-war emergency were one to burst upon us. 
None of these powers would go into effect at this time. They would 
simply be placed on the statute books now, so they could be invoked 
without delay at some future time of peril. 

We face a simple issue. Are we to take the elementary precaution 
of writing into law now that we know would have to be done in 
event of emergency? Or shall we neglect this vital measure of defense 
and, in doing so, increase the risk of war, add to the toll of dead and 
wounded if war does come and make inflation certain—all needlessly? 

I do not believe in Government controls in time of peace. I am 
opposed at all times to the Government doing what private citizens 
can do for themselves. 

But ours is a world under siege. We can hardly afford to be 
complacent about the threat of another war. We know that modern 
warfare requires the mobilization not alone of military forces but of 
whole economies—of everything. 

The controls and disciplines required to shift a peaceful nation to 
military production differ completely from the workings of a free 
economy. ‘That may be one reason we cherish our free economic 
ways, because they are so opposite to the ways of war. But this 
very difference between our normally relaxed practices and what 
war requires is perhaps the gravest source of danger which menaces us. 

There can be only one military plan that any enemy plotting our 
destruction can have. And that is to overwhelm us before our 
gigantic productive energies can have been converted from peace to 
war. No enemy general staff will ever forget two facts about the 
last war. At the peak of the conflict the United States produced 
nearly as many airplanes, tanks, guns, and other war material as 
the rest of the world combined. But, more than 2 vears elapsed 
before this level of production was reached. 

How well is America prepared and how long will it take America 
to mobilize? These are the two questions around which any would-be 
aggressor must key all his calculations. The longer the likely delay 
in our mobilization the greater must seem the aggressor’s chances of 
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success, and, therefore, the greater become the risks of war. The 
surest deterrent against another war would be to so narrow the gap 
in our mobilization that no enemy could delude himself into thinking 
he could overwhelm us with a surprise blitz attack. 

To overcome fully this time-lag in our mobilization we would have 
to turn ourselves into a garrison state. Still, we must recognize that 
in holding fast to a free economy in such critical times, we do, in fact, 
increase the aggressor’s chances of successful blitzkrieg. If we are to 
hold to a free economic system, we must redouble our zeal to make 
certain that every advance precaution is taken so no time would be 
lost in mobilizing against whatever hits us. 

If another war comes we will not have a year or two, while Western 
Europe stems the foe, to debate what we should do. There may not 
even be a Pearl Harbor—a blow which falls upon an outlying post 
and which, while hurting us, sounds the alarm for immediate and 
concerted action. 

The next war—and all of us pray it will be avoided—is likely to 
explode all in a big smash. Cities may be all but obliterated. Who 
knows where Congress will be? 

If this standby legislation is not enacted and the day of the big 
smash does come, there will not be a person alive who will not bitterly 
rue this tragic, needless neglect. 

Some among you—and I have heard it said there are some in this 
administration—while recognizing the need for controls in wartime, 
may contend that we should wait until the emergency and then see 
what legislation is needed. 

That argument might have made sense thirty-odd-years ago—not 
today. During World War I we had no choice other than trial and 
error, since this Nation had never mobilized for total war before. 
But two world wars and the Korean war have taught what must be 
done. 

The principles underlying a sound mobilization are unchanging. 
The object is to organize the Nation so that, no matter what happens 
or how things change, the Armed Forces will get what they need when 
needed, with the least necessary dislocation to civilian life. This 
requires allocating our resources so survival takes priority over 
desire; it requires the power to commandeer higher taxes, controls 
over credit and money, over prices, wages, rents, and other costs to 
prevent needless inflation, and to see that what is scarce goes not to 
the fattest purse or the biggest pull but to the most essential needs 
without profiteering. The costs of war must be shared equitably by 
all or internal bitterness will divide our ranks. 

These objectives cannot be realized unless the mobilization laws 
are on the books and the nucleus of the administering agencies is in 
being before the emergency breaks out. 

Let me emphasize that, particularly for those who would wait until 
the bombs are falling and the world is aflame before enacting mobiliza- 
tion legislation. 

To wait is to die. To wait is to make certain our mobilization will 
be needlessly slowed with means lengthening the struggle for victory 
and dooming some to lose their lives needlessly. 

The pattern of any mobilization is set by the very first decision. 
When war breaks or seemS imminent, the normal workings of supply 
and demand suddenly go haywire. Speculators and hoarders rush 
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in to corner materials they believe will be scarce. Prices skyrocket. 
It is not long before the economy is out of control. 

One of two general courses of action is possible. The wise course 
is to act promptly before the economy is out of hand, to preserve as 
far as possible the e quilibrium that existed prior to the emergency. 
This requires the prompt institution of priority and allocation powers 
to put first things first, along with an across-the-economy ceiling over 
all prices, all wages, all rents, and all other costs as of the last date in 
which the normal conditions of supply and demand prevailed. This 
overall ceiling must be reinforced by momentary and credit controls 
and by higher taxes, as quickly as they can be enacted. 

With the economy under balanced control, you proceed to let your 
contracts. ‘These contracts can be let more quickly and at a lower cost 
to the Government than if prices and wages are spiraling upward in 
an inflationary race. When war breaks the procurement officers are 
under terrible pressure to get production started regardless of cost. 
You ease these pressures when you stabilize prices. 

Some adjustments in the overall ceiling will always be necessary, 
both to correct inequities and as defense needs dictate. These 
adjustments can be made in orderly fashion, without disrupting the 
overall balance. 

That is the sound course of action. The other course is to wait and 
fiddle until the economy is out of control. Only then do you act. 
Your whole mobilization then becomes a wild chase of a dog after his 
own tail. You then have to chase the disruptions ¢ aused by the 
Government’s failure to act in time in a frantic effort to recover the 
equilibrium which should never have been lost. 

The choice, in short, is between acting before serious harm is done 
and waiting until you are deep in trouble before acting. One course 
locks the stable door promptly. The other deliberately keeps the 
stable door open until the horse is stolen. 

To wait and fiddle is wrong morally as well as economically. When 
you invoke an across-the-economy ceiling at the outset of the emer- 
gency, your mobilization is set up on a sound moral base. Your very 
first action obviously treats all segments of the economy alike. None 
can claim that special favoritism is being shown to business or to 
labee or to agriculture or to any special interest. 

In contrast, under the wait and fiddle approach, you begin your 
mobilization by destroying your moral base. In letting the economy 
get out of hand before acting, you unavoidably permit some groups 
special advantage over others. Each segment of the economy is 
given a grievance with which to justify its own inflationary demands. 

The overall ceiling, being based upon the economic relationships 
that prevailed before the emergency, enables you to establish the 
principle that none shall profiteer from the emergency. If you allow 
that balance to be disrupted, you lose the moral ground for enforcing 
this principle. You are left with no standard but expediency with 
which to resist the clamorous demands of pressure groups. 

In brief, the policy of wait and fiddle has the effect of inviting 
every group to exploit the national peril for its own selfish advantage. 

If the Congress fails to enact an adequate standby mobilization law, 
whether you realize it or not, you will be puttmg a premium on 

selfishness. It is virtually impossible to invoke an overall ceiling 
properly, unless the power to act is on the statute books and at least 
the skeleton of the administering agency is in place before the emer- 


genc 
certa 
unde 
As 
kno\ 
and 
com 
calle 
witk 
of tl 
F 
trat 
mol 
thos 
pric 
wip 
wel 
Sav 
age 
] 
im] 
fins 
( 
oth 
low 
pre 
eve 
| 
pre 
m 
po 
a | 
no 


Gc 
to 
th 
yo 


ec 
in 
T' 
er 
ec 
ec 


k yrocket. 


se course 
eserve as 
lergency, 
n powers 
line over 

date in 
d. This 


controls 


let your 
wer cost 
ward in 
icers are 
of cost. 


cessary, 
These 
ting the 


vait and 
you act. 
after his 
by the 
»ver the 


is done 
> course 
eps the 


When 
e emer- 
ur very 
None 


Ss or to 


in your 
onomy 
groups 
omy is 
mands. 
mships 
ish the 
1 allow 
forcing 
y with 


iviting 
intage, 
mn law, 
um on 
ceiling 
t least 
emer- 


STANDBY ECONOMIC CONTROLS 717 


gency. Without this, the delay that will ensue makes it virtually 
certain that action will not come until the inflationary race is already 
underway and your whole mobilization under heavy handicap. 

As those of you who have served on this committee for some time 
know that is what happened at the outset of both the last World War 
and the Korean Conflict. The bill which was submitted toth is 
committee after the start of the Korean fighting, you will remember, 
called for piecemeal mobilization. Priority powers were requested 
without the authority to control prices—a defiance of the very meaning 
of the word “priorities.” 

Fortunately, this committee wrote a bill which gave the adminis- 
tration the power to take overall action. You gave the Executive 
more authority than it sought. It was not the fault of Congress that 
those powers went unused for 4 months—4 months in which soaring 
prices slashed the buying power of every defense dollar by one-fourth, 
wiping out the total increase in revenue under the higher taxes that 
were levied. This needless inflation cut the value of all earnings and 
savings; it weakened all our colleges and charitable institutions; it 
aggravated the financial troubles of our cities and States. 

If, on the outbreak of the Korean war, an overall ceiling had been 
imposed and stiff tax increases levied, we might have been able to 
finance our defense effort with a balanced budget. 

Certainly we would have gotten more planes, more tanks, more of 
other weapons—more quickly—and with fewer casualties, also with 
lower prices and less of a national debt. We would be facing less of a 
problem of adjustment for the future and be better able to meet what- 
ever trials lie ahead. 

During your hearings, a number of conflicting arguments have been 
prese mted. In weighing these arguments one thing should be kept 
in mind. This legislation is intended to give our Government the 
powers it needs to cope with wartime conditions. You are not writing 
a bill to give the Government power to control the economy under 
normal conditions. 

And so, do not be misled by arguments that are raised against 
Government controls in peacetime. These arguments do not apply 
to conditions of war. The law of supply and demand is a wonderful 
thing but it needs time for its adjustments. In war, the one thing 
you do not have is time. 

Production may seem the only real answer to inflation in a peacetime 
economy. But in war, the production you strive most valiantly to 
increase—of military things—aggravates your inflationary pressures. 
Those who contend that taxes or interest rates can be lifted high 
enough so that direct controls will not be needed are confused between 
economics of war and the economics of peace. Under war or near-war 
conditions, to raise taxes and leave prices uncontrolled is to invite 
every producer to try to pass on the tax increases in higher prices 
both to the Government and to the individual consumer. This whips 
on the inflationary spiral of wage and price rises. What you must do 
is hold your price line stable, even while you raise ‘taxes. 

It is understandable, of course, that men should project their 
beliefs and fears about the peacetime workings of our economic system 
into their thinking of wartime needs. But we must not let this con- 
fusion obscure the issue before us. 

In case of war these powers would have to be legislated. There is 
no other way of mobilizing a nation. Your choice is only whether you 
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do what has to be done now and gain all the advantages of preparation. 
Or whether you wait until later and pay the terrible price of a loss of 
vital time. 

May I add this—neither in World War I nor in World War II nor 
in the Korean conflict were any demands made of our civilian popula- 
tion which even closely approached what was demanded of our men 
on the fighting fronts. 

Really, gentlemen, think how little is asked of us to preserve so 
much. 

As for the bills before you, none is adequate by itself. Let me 
emphasize, price or wage control cannot stand alone. They are but 
parts of the overall mobilization authority you need. You may be 
thinking of dealing with other mobilization powers like priorities, 
commandeering, and credit control in other legislation. 

However you manage it, the legislation you finally enact should do 
two things: 

1. It should provide standby authority for doing everything that 
was necessary in the last war plus whatever else may seem necessary 
because of atomic developments. All segments of the economy 
should be treated alike, with special favors for none. 

2. It should charge some one agency with working out in full detail 
all the plans needed to carry out this legislation and to build at least 
a skeleton force of trained personnel capable of being expanded rapidly 
in actual emergency. ' 

I would like to see top-caliber men and women from every segment 
of the economy serving with this mobilizing agency for, say, 8 
months. They would spend the first 4 months in intensive study of 
our mobilization plans and procedures and the last 4 months breaking 
in their successors. In that way our mobilization plans and methods 
would be under constant review by men of practical experience and 
there would be built up in the country a reserve of trained personnel 
for both Government and industry, agriculture, labor, civilian defense, 
and every other field. 

Later this week, as I understand it, you will be hearing the testimony 
of various members of the administration. Many of these officials 
are new to Washington. I have no idea what position they will 
take—whether they have thought through this most important 
problem or whether they will confuse their peacetime economic 
philosophy with the needs of war, whether they will face up to, or 
evade, the decisions that must be made. 

Let us hope they will not repeat the arguments and mistakes that 
were made at the start of World War II and which were proven wrong 
at such needless, tragic cost to the American people. 

Let us hope they will not repeat the arguments and mistakes that 
were made at the start of the Korean war, and which were proven 
wrong at a cost which still grows. 

If what the administration recommends falls short, I hope this 
committee will again show the courage of its convictions, even as you 
did in the September after the Korean outbreak, and write into law 
what two world wars and the Korean war have shown is the right 
thing to do. 

Not just prices or wages or profits are at stake in this legislation. 
What you do—or do not do—will speed or slow any mobilization that 
may be forced upon us. It will reduce or increase our casualty lists. 
It could determine the very survival of this Nation, which has lifted 
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man’s freedom and dignity to heights never matched in all recorded 
history. 

Shall it be written that all this was lost because we could not see 
beyond our peacetime habits to prepare in advance for what war 
would bring? 

Shall it be written that all this was lost because when we had the 
time we could not get ready for when there will be no time? 

The CuairMan. Senator Maybank, did you wish to ask a question? 

Senator MayBank. I just want to make this comment: 

When the Korean war became a reality, this committee passed a 
bill, as Mr. Baruch said, that gave the administration the authority 
to control prices. We passed a bill granting authority far beyond the 
requests of the administration. 

I want the record to show, as he has said, that it was 4 months be- 
fore it was put into operation. 

I thoroughly agree with Mr. Baruch, that we should have some 
standby freeze authority on the books in case of war. This committee 
was farsighted enough to pass legislation in September—before it was 
even requested. I am sorry prices and wages were not frozen at the 
time, because we would have saved hundreds of millions of dollars in 
this country. 

As you have so ably stated, the pensioners and those who have in- 
vestments in the various frozen categories would have been far better 
off, and the taxes on the people of this country would have been far 
less because the procurement agencies of the Army, the Navy, and all, 
would have been able to buy at prices, as General Marshall testified 
one time, of some 20 percent less than the actual figures we had to pay. 

The Cuairman. Mr. Baruch, you have had many, many years of 
experience. I wish you would tell me how I, as the author of this 
legislation, together with other members of this committee, could get 
over to the American people, and to the Congress, that we are talking 
only in terms of a future emergency, a future war. 

Sometimes I feel that possibly I have fallen down on the job 
respect to making clear our attitude in this whole matter, in that I have 
had only one thing in mind, and I know you only have one thing in 
mind, and I know the people that join with me in this legislation have 
only one thing in mind, namely, that we ought to prepare for a big 
emergency, and that the legiel ation was only intended to be used dur- 
ing a big emergency. 

Tell me how we could sell that idea to the American people, and to 
the Congress, and to others. Because most of the testimony that we 
get here from witnesses, and most of the a that are opposing this, 
confuses the issue, in that they think and talk as though we are trying 
to impose controls in peacetime, when they are not needed. 

You have had great experience. Tell us how we can pick the wheat 
from the chaff, or get the people to concentrate on what we are trying 


to do. 


You have made an excellent statement for doing that very thing. 
For example, we are spending billions and billions of dollars for a 
standby Army and Navy and Air Force, producing thousands and 
thousands of tanks and airplanes, guns, and ammunition, purely for 
standby purposes. We do not intend to use them unless we are forced 
to. I am certain that our staff, meaning our Chiefs of Staff, have 
plans, and they know exactly what they are going to do if this Nation 
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is attacked. Those are standby plans, and we hope they will never 


be used 

We likewise have a standby manpower agency, meaning that Con- 
gress has already given the President the right, if an emergency should 
occur, to either draft next month no men, or take 10 million men. or 
15 million men, or 20 million men. That is a standby manpower 
bill, and I think it is essential. 

Yesterday afternoon | listened for 30 minutes to Mr. Val Peterson 
former Governor of Nebraska, who is our Civil Defense Administrator 
He told the American people what we were doing on a standby basis, 
to get ready should we be attacked He begged the people, the 
municipalities, and the States to set up a standby organization to 
cope with any situation which might arise 

The Federal Government has spent money to do that We are 


appropriating money every day. Mr. Peterson practically begged 
the people, the a ayOrs of our cities, and the governors of our States 
to establish standby civil defense organizations. He mentioned the 


fact that there were . think, 43 cities in the United States that might 
well be targets for bombing. 

After April 30 and June 30, this year, we will have absolutely no 
legislation to deal with the economy of our Nation, in case of an 
emergency or in case of an all-out war that would take anywhere 
from 40 percent to 50 percent or 60 percent of our national product. 

You have had creat ooo ra Tell us how we ¢ an sell or vet over 
to the American people and the Congress exactly what we are trying 
to do, cre te, frankly, I think we have failed to do that up to this 


time. Maybe I am to blame for it, because I have never had anything 
in mind, hes than to prepare a plan of procedure, standby legislation, 
that would enable us to cope with a big emergency. And yet, I have 


listened to the radio, I have listened to other Members of the Congress, 
| have listened to witnesses, and practically all they talk about is that 
controls have not worked before, and they will be put into effect when 
not needed. 

Now, that is not our intention; that is not our thought. If I ever 
thought they would be used when they were not needed, I would be 
100 percent opposed. 

You have made an excellent statement here, which I think has on 
very helpful along the lines of making the issues clear. But tell 1 
how we can convince the people that if we are going to have inate 
legislation and standby plans on everything else, we ought to have 
them on what I think may be even more important than possibly some 
of the other standby laws that we have. 

I will even go one step further. Mr. Vance, of my State, head of the 
Studebaker Corp., a very able man, has been chairman of a very 
important committee that has been working for weeks and for months 
on a standby plan, and I think leyislation will soon be offered by this 
Congress for passage, to permit the Government to have a number of 
factories in America stand by to immediately go into production of 
tanks, airplanes, guns, and other things. They want a lot of tools, 
dies, and jigs on a standby basis and they want to have a standby 
productive authority and standby productive machinery. 

[ agree with them 100 percent. They were never more right. I 
congratulate Mr. Vance and the committee on the excellent job they 
have done. I have seen their report. 
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Now, if all those other standby programs are necessary, and they 
are, then why do people oppose standby authority to cope with the 
economy of the Nation? 

Can you answer that question for us? I think if you can answer 
that question for the American people, you will be doing a great service. 

Mr. Barucu. Senator, write your intentions into the law. Do the 
right thing, and explain it to the American people. They understand 
this better than you think, despite much of the testimony that has 
been brought before you. 

Write your intentions into the law. 

The CHarrmMan. | have been accused of being a Communist, a 
left-winger, a Muscovite, a Marxite, in advocating this sort of thing 

I have been accused of all those things. Evidently, we have not 
been able to get the idea over to the American people. 

Mr. Barucnu. You say you have been accused of something? 

The CuatrMan. Yes. I have been accused of being a Communist, 
a left-winger, a Muscovite, a Marxite, as a result of this matter. 

Mr. Barucu. We all get accused of many things that are untrue, 
Senator. But this is a very simple thing We know what has to be 
done. Let’s not go all around it. The American people will under- 
stand what you are doing, if you put this law on the statute books. 
You will get the support of the American people. 

The CHarrMan. Well, is there any argument in your mind to the 
effect that if we pass this sort of legislation it will interfere with the 
private-enterprise system, it will interfere with business? 

Mr. Barucn. Is there any what? 

The CuarrMan. Any argument that if we pass this sort of legisla- 
lation, it will interfere with private enterprise and the law of supply 
and demand? 

Mr. Barucn. Not in the least, Senator. It will not. 

Senator Rorsertson. Mr. Baruch, do you believe the Russians 
have the atomic bomb? 

Mr. Barucnu. | am like Will Rogers. I know only what I see in the 
papers. I have no knowledge whatsoever of what the Soviets may 
have 

I think it is well to presume that they do have the atomic bomb 
That is the wisest course to take. 

Senator Ropertson. It is wise to believe that they have it? 

Mr. Barucn. Yes, sir 

Senator Rornertson. Do you believe that if they do have the atomic 
bomb, they also have planes that could drop them on our cities? 

Mr. Barucu. Yes, sir. 

Senator Ronertson. Do you think that if we have world war III, 
they would hesitate to drop them on our cities? 

Mr. Barucu. No, sir 

Senator Roserrson. Do you think that if they should start to drop 
them on our cities, that the fundamental law of supply and demand 
would then work? 

Mr. Barvucu. It would not. 

Senator Rosertson. Then, Mr. Baruch, if we in the Congress, at 
this session, are eventually forced to make a choice between a strength- 
ened Air Force, more tanks, more artillery, and more ammunition, and 
a balanced budget and tax cut, which would you recommend? 

Mr. Barucu. What is the choice? I didn’t catch your question 
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Senator Rogertson. Strengthen the Air Force, more tanks, more 


art lle-y, and more ammunition. They have twice as much artillery 
in Korea as we have, according to Van Fleet. We have a shortage of 
ammunition over there, I believe. 

Mr. Barucsa. I believe we do have. 

Senator Rogerrson. Then, after we have squeezed all of the so- 
called water out of the defense budget, and with what is left we 
cannot balance the budget and cut taxes and also strengthen the Aj, 
Force, and get more tanks and artillery and ammunition, which sho 
we do? 

Mr. Barucnz. I would get sufficient of all weapons. I believe 
ought to have a large standby stock of arms and ammunition, and 
airplanes. 


Senator ROBERTSON. Suppose we could not balance the budget and 
do that? 

Mr. Barucn. Senator, we can afford to do exactlv what the Russia: 
make us afford to do. You will have nothing unless this country 
safe. That comes iirst. 


/ 


s 


I believe that we can do what is necessary to be done, and still get 
the budzet well in hand. 
we have been. 

Senator Ropertson. That is all I have. 

The CHarrMan. Senator Bennett, any questions? 

Senator BENNETT. Yes, sir. 


i 


But it can’t be done proceeding the way 


Mr. Baruch, I am one of those whom you describe pleasantly as one 
of the foolish people who believe that this kind of law is not necessary 

Mr. Barucu. I would not say you are foolish, but perhaps you have 
not been through as many experiences as some of us have, Senator. 

Senator Bennett. I have been through the experience of living 
under controls and trying to operate a business during World War I] 
and indirectly, during the Korean war. 

My « 
deeply. 


juestions are friendly, and I hope I do not seem to probe too 

Do you believe that consumer controls, price and wage controls, 
by themselves, can stop or cure inflation? 

Mr. Barucn. I have said that they could not by themselves alone 

Senator Bennett. Right. 

Will you agree with me that the indirect controls that are now 
available to the Government are more vital and more potent in 
meeting that problem than direct price and wage controls? 

Mr. Barucn. I do not think either type of controls would be of any 


value without tne others 


Senator BENNeETT. In other words, vou feel that whenever we have 


an inflation, whether it is in peace or war, the only way we can meet 
it is by imposing direct consumer controls, as well as by the use of the 
indirect controls? 

Mir. Barucn. I did not say that, sir. 


I was talking of wartime. 
Now if vou want to t 


alk about peacetime, I would be glad to discuss 
that with vou as well. But I have been talking about wartime con- 
trols. My statement emphasized that 

Senator Bennett. All right. Let me try and restate the question. 


Do vou believe that economic law 


is different in wartime than it is 


Mr. Barucu. I certainly do. And would you like to have me 
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xplain il am sure you KNOW aiready. 


Se’ 
Tl 
or m 
M 
sir. 
and 
] 
in ti 
that 
me 
begi 
cont 
the 
time 
N 
the 
S 


to 
mo 
dire 
) 
like 
‘ 


mo 


inks, mors 


h artille; 


shortage of 


of the 


is left a 


nN the 
ich sho ] d 


elieve 
ition, a d 


idgzet and 


Russia: 


ountry 


1 still ce} 


the Wa 


ly as one 
aCeSsA] 
fou have 
ator. 

Mf living 
War II 


robe LOO 
‘ontrols. 
‘Ss alor e 


ire now 
tent 


» of any 


ve have 
nh meet 
> of the 


Lime. 
discuss 


1e@ con- 


STANDBY ECONOMIC CONTROLS 723 


Senator Bennerr. All right. 

Then you believe that direct consumer controls gain more power, 
or more value, in time of war than they do in time of peace? 

Mr. Barucn. | would not have any direct controls in peacetime, 
sir. I hope I have made that plain. If I have not, | want to iterate 
and reiterate it. 

I stated I did not believe in Government control of the economy 
in time of peace, or of the Government doing anything for the people 
that the people can do for themselves at any time. 

Senator Bennett. At the beginning of World War II and at the 
beginning of the Korean war, the power to invoke these indirect 
controls existed in the Government, but will you agree with me that 
the administration did not have the courage to use them in those 
times of emergency? 

Mr. Barucu. I would agree that the administration did not have 
the courage to use any of the controls. 

Senator Bennett. Well, they certainly did not have the courage 
to use direct controls. As you have stated, in your opinion they 
moved too slowly, particularly in the Korean war, to impose the 
direct controls for which you argue. 

Mr. Barucnu. May I ask you a question, Senator, because I would 
like to make sure that we are talking about the same thing? 

You talk about indirect controls. I presume you mean credit, 
money rates, and taxes? 

Senator Bennerr. That is right. 

Mr. Barucn. Well, in peacetime, those are valuable in your 
economy, although I have seen those controls flop disgracefully. 

But in wartime, you have to have all of these controls. I do not 
believe the Government ought to take these actions except in war- 
time or in some grave emergency, where it becomes necessary to get 
all the powers of the community together to resolve it. 

Senator Bennett. The point I am trying to make is that in the 
last 15 years, during World War II and the Korean conflict, in those 
2 experiences the Government did not use the indirect controls. 
Instead, they used their powers to control credit and fiscal policies, 
to stoke the engines of inflation. They deliberately kept the interest 
rates down. The Government itself went into the monev-loaning 
business on a grand scale, in order to increase the amount of credit 
available. 

Mr. Barucn. I am not quarreling with that statement, sir. 

Senator Bennett. I know it. We have never had the determina- 
tion as to whether those controls, which are on the books now and can 
be operated under changing conditions, may not make these direct 
consumer controls, if not unnecessary, at least unimportant. 

Mr. Barucu. I do not think so, sir. Today, for instance, the 
interest rate is 2 percent or 2.5 percent, whatever it is. You put it 
up 3 percent, 4 percent, 5 percent, or 6 percent, and you put up the 
taxes, 

Now, if you have an emergency, do you think for 1 moment that 
if the rate goes from 3 to 6 percent a housewife is not going to go out 
and grab anything that she fears is going to be scarce? Do you think 
for a moment that the manufacturer is not going to go out and buy 
all the raw materials he can grab, whether the rate is 3 or 6 percent? 
I do not think the higher rate will stop him. I think he will grab 
anything. 
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Senator Bennerr. Then, you are coming to my next question: Do 
you believe price controls will prevent the consumer moving out to 
grab what he thinks is going to be scarce? Would he not really be 
happy to have price control so he can grab more with the amount of 
money available to him? 

Mr. Barucu. He cannot grab everything if you have all your 
controls ir force. He would only get his share. 

Senator Bennett. Then, what you are saying to us is, you do not 
believe in price and wage controls without rationing? 

Mr. Barvucn. All the mobilization controls have to be worked 
together. You have to have the whole thing. 

Senator Bennerr. So, altbough there is nothing in the legislation 
before this committee, suggesting the imposition of consumer ration- 
ing, but you would like to see the legislation changed so that it is 
part of this standby program? 

Mr. Barucu. I did not quite get that. 

Senator Benner. Let me try it again. 

There is nothing in the legislation now before the committee, 
recommending the imposition of consumer rationing. It is just 
simply price, wage, and rent controls. 

Do you believe that rationing must be an equal part of this pro- 
gram, and should be added to the legislation? 

Mr. Barucn. Certainly. The power to ration should be included. 

The CuarrMan. Senator, will you yield, so we may keep the record 
straight? 

Senator BENNETT. Yes. 

The CHarrMan. Rationing is in S. 753. It is not in S. 1081. 

Mr. Barucn. Senator, I thought I made my position clear, that I 
wanted all of those things powers in this standby law. They are all of 
importance. 

Senator Bennervr. I presume your use of the word “‘commandeer”’ 
is in a sense suggesting the same idea that I suggested with the word 
“ration.” 

Mr. Barucu. No, commandeer is something else. If you find 
somebody hoarding a large amount of something that is needed for 
defense or if somebody has something they are not going to use and 
which the Government needs, then you should have the power to 
commandeer it. 

Senator Bennert. I listened to most of your testimony and read 
the rest, and if the word “‘ration”’ is in here, I missed it. 

Mr. Barucu. Senator, I did not go into every detail of what ought 
to be done. I did say I wanted this standby law to include authority 
to do everything that was found necessary in the last war. I have 
tried to stress this issue—whether we should put in the legislation 
before an emergency—before the bombs fell—or whether we should 
wait until afterward. 

Senator MayBank. Will the Senator yield? 

Senator Bennerr. Yes. 

Senator MayBank. What impressed me most, sir, was the use of 
the word “before’’, in all of these instances. 

For instance, you said on page 2: 

And that is to overwhelm us before our gigantic productive energies can have 
been converted from peace to war. 

Senator Bennett. I am happy to get that straight for the record, 
because most of the witnesses who have come before us, many of them 
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have indicated they believe price, wage, and rent controls could oper- 
ate without rationing. 

That leads to my next question. I judge from your testimony that 
you believe that there should be a rigid pattern of control, fixed on the 
entire economy, that there should be no exceptions, that there should 
be no pr iV ilege “d segments of the e conomy. 

Mr. Barucu. Yes, sir; no exceptions, 

Senator Bennetr. That has never been done. 

Mr. Barucu. You are quite right, but that is what was supposed to 
have been done. 

When you talk about rigidity, when you impose this overall ceiling 
it would not be rigid. Of course, there will come instances where you 
raise the price of some particular thing. But at the beginning, I want 
the statute books to include the power to hold everything on the same 
level and no favoritism to any individuals or any group of people. 

Senator Bennett. All right, | want to pursue that a minute. 

We have had a number of witnesses come before us, who in effect 
said, “‘Price, wage, and rent controls are a fine idea. We want them 
on everybody else, but we do not want them on us.” 

Mr. Barucn. They all say that, whether it is rent controls or any- 
thing else. 

Senator Bennett. Now, I would like to prod you a little bit, and 
here | hope I will not disturb you. 

Do you belie ve doctors and lawyers should be frozen, even in their 
fees and prices’ 

Mr. Barucu. That is a good question, and I will answer it. That 
has been put up to me be fore in many and many a forum. 

I would say the overall ceiling—and the doctor is not going to ad- 
vance his costs or his prices unless the things he has to pay, and wages 
and other things, go up 

Senator Bennert. Now, is he not in exactly the same fix as the 
businessman? I do not think he wants to advance his prices unless 
the things he has to pay go up. 

Mr. Barucu. Well, if you put an overall ceiling on, you will find 
it will be less trouble than if you do not put it on. 

And do not forget, war or preparation against the threat of war, is, 
as you know, Senator, not a game of mumblety-pegs, or a contest of 
popularity. It is a very unpleasant thing, as you have experienced 
yourself. No aspect of it is going to be agreeable. No aspect is 
going to be the same in peacetime. 

Senator Bennett. I just want to make sure for my own informa- 
tion, whether or not you are really in favor of imposing ee e con- 
trols on the American economy, right across the board, or, whether 
you actually believe there are certain segments that shiouh 1 be left 
out of it? 

Mr. Barvucu. I do not think of any segments that I would leave 
out, or which are necessary to be left out, if it is wisely explained to the 
American people. 

I do not think any doctor who has charged you $5 is going to charge 
you $10, because everybody else will know. If this thing is done in a 
way that the American people will understand it, you will not have 
the difficulties. ‘ 

Senator Bennett. Then, vou believe the doctor can be left on his 
honor, but that the businessman cannot? 

Mr. Barucu. I did not get that question. 
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Senator Bennerr. Well, you said you did not believe any. doctor 
who was charging $5 would raise his charge to $10. So, therefore, 
you believe that 

Mr. Barucn. If he did raise them, it would be a proper cause of 
punishment for violation of the law. 

I will tell you how I would deal with the situation. Take this 
Korean war [ saw that General Electric, as stated in the news- 
papers—that is my source of information—paid four times the pric: 
for nickel. Nothing was done about it 

You should enforce the law. I recommend that the buyer and the 
seller both should be equally guilty, if you punish them. Then th: 
people will feel and know that they are going to be punished, and they 
will live up to the law. I would punish that doctor just as much as 
the other man. 

Senator BENNETT. You cannot punish the doctor, unless the law 
includes him in its limitations 

Mr. Barucu. That is right. I said all fees and services, Senator, 
should be covered in the bills that are proposed. I have not written 
the details in 


Senator BENNETT. I realize that, sir 

Mr. Barucu. I would excuse no on: 

Senator BeENNetrT. You excuse no one? 

Mr. Barucu. That is right; I would exempt no one 


Senator Bennetr. Do you believe the stock exchange and prices 
for stock in the exchange should be subject to ceiling? 

Mr. Barucn. Sir? I did not hear that. 

Senator Bennett. Do you believe that same thing should apply to 
stock exchanges and commodity exchanges? Would you impose 
ceilings on them? 

Mr. Barucu. Well, your ceilings would be imposed as of the day 
prior to the emergency. 

] would have the ¢ harges of any kinds of sel vit es the same as they 
were before. 

Senator Benner. | am changing my point of view a little. On 
the freeze day, let us say certain stock is selling for $100. It is a war- 
time stock. If we go to war, In &a norma! free economy, the value of 
that stock is likely to rise, and then, would you freeze all prices on the 
stock exchange? 

Mr. Barucu. I think that you would apply your controls through 
what you call the indirect controls. When you put on your taxes, 
that will control the profits. 

Controls are needed not only to keep prices down but to direct our 


resources to wilh the war. That is the bi thing I am interested ln, 1 
directing our resources to win the war 
Now these are more or less important things we are talking about, 


but the prices of stocks will not have any significance in winning the 
war. 


Senator B NNETI I think ] have made, OI maybe I have not made, 
my pout I have beer prob ¢ to find out whether you really mean 
that the entire economy, in all its aspects, should be frozen. 

Mr. Barucn. I mean exactly that I wish that I could state it 
better I want to put a ceiling on all.activities at the outset of the 


emergency and then make adjustments as defense needs dictate. 


Senator Payny Will the Senator yield? 
Senator Bennett. Yes. 
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Senator Payne. Mr. Baruch, do you recall a conference you had 
with the executive committee of the governors’ conference of the 
Nation back shortly after the Korean outbreak? 

Mr. Barucn. I certainly do. It was a hot day and I came down 
and nearly sweated to death. 

Senator Payne. I happened to have had the pleasure and the honor 
of sitting in and talking with you on that occasion. I recall distinctly, 
lo I not, that you stated the very same things then, to that group of 
governors, that you have stated here today? You also conveyed the 
thought that vou were tremendously disappointed that the admuinis- 
tration had failed to carry out an across-the-board freeze of its economy 
of this Nation. 

Mr. Barucnu. Yes, su 

Senator Payne. In order to protect against imflation, which even 
then was in the process of getting under way. Am I correct? 

Mr. Barucnu. Correct, sir. And furthermore, may I say, sir, | was 
disappointed the governors took no action. 

I also went and told the mayors the same thing several times. I 
told them, ‘You cannot balance your budget unless you get the infla- 
tionary processes stopped in the Federal Government.” That is 
what | think is happening to poor New York now. 

Senator Payne. And your position today is exactly the same as it 
was then? 

Mr. Barucn. Yes, sir. 

Senator Payne. That in an all-out emergency, when it appears that 
runaway inflation is going to take effect, that it is better to be prepared 
before, and have the foresight, rather than to look back afterward 
and say you wished you h: id something that might have = vented it. 

Mr. Barvcu. You stated it much better than I could, s 

Senator Bennett. Mr. Baruch, I am still here. 

Mr. Barucn. Yes, sir. 

Senator Bennerr. You have said that you are interested in these 
consumer controls only in wartime, that you do not think they should 
be a part of the pattern of our peacetime economy. But what this 
legislation proposes to do is to set up a continuing organization, whose 
purpose it is to be concerned in time of peace, as well as in time of war, 
with controls. For the first time in our hist. wry, if this legislation is 
passed, we will have laws standing on the books which will be available 
to impose controls at the snap of a finger. The threat of legislation, 
the threat of controls, will hang over our heads from here on out. 

Now, I know you are going to say, “Well, I think that is all right, 
but I think they should only be imposed in time of war.” Am I 
is 

Barucu. Only in time of war; ves, sir. Nor do I think this 
le ash ation conte mplates any action in time of peace. If it does, I am 
against it. 

Senator Maysank. Will the Senator yield? 

Senator Bennett. Yes, sir. 

Senator Mayspank. I would never be a party to it, if it were for any 
other purpose. 

Senator BENNETT. Ae is contemplated in 5. 753. 

As I understand it, Mr. Baruch, you have testified for the setting 
up of a standby or: ganization in the Government, into which men can 
come for 4 months, and then retire after 4 months. A continuing 
organ iZi ition de voted to the prob le m of controls, the best ones to im- 
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pose them when we need them, but nonetheless, devoted to the prob- 
lem of controls. 

Do you not believe that the existe _ of such an organization will 
have an effect upon the thinking of the businessmen of America, of the 
labor-union leaders, who, it seems to me, are like people who are play- 
ing musical chairs—you never know which chair is going to be taken 
out of the circle, so vou do the best vou can to get as close as possib|; 
to any chair. 

To put it another way, you never know when price controls are 
going to be imposed, so you better be sure that your prices or your 
wage schedules, or your rents, are as high as possible, always, so that 
when you do get caught, when price and wage controls are imposed, 
you are not frozen, as many businessmen were, both in World War I] 
and in Korea, at prices that are uneconomic or that are lower than 
their competitors. 

I know you will say to me, “Well, certainly there should be th: 
opportunity for adjustment of inequities.” But every businessman 
who has requested hearings and tried to get changes in prices, both in 
OPA and in OPS, knows that this adjustment opportunity is almost a 
complete myth. The big fellows may be able to get it, but the little 
fellow is stuck with the price he had on control day. 

Mr. Barucn. What is your question, Senator? 

Senator Bennett. I am coming to the question. 

You say that you believe the controls should be imposed in orde1 
to keep the economy in equilibrium, that is your word. Is the econ- 
omy ever in equilibrium? 

Mr. Barucn. There is a normal peacetime equilibrium, which 
reflects the workings of supply and demand. Of course, you are never 
going to have people satisfied, and I hope they never will be. Every 
man, every segment of society, is going to struggle to better himself 
That is what aieaoun advences. . 

But what I mean is, the equilibrium that existed before the 
emergency. 

Senator Bennett. All right. 

Mr. Barucu. What we are talking about is preparing against the 
threat of war. I am not talking about peace. 

Senator Bennerr. All right, | am talking about the threat of war, 
and the psychological effect on a program that imposes a permanent 
peacetime standby control system. 

Mr. Barucu. And your question is what, sir? 

Senator Bennerr. My question is—I have gn first: Do you not 
believe that what we are actually doing, though we are doing it in the 
name ‘of preparation for war, 1s imposing a permanent pattern of 
threat of controls that will hang over us in peacetime, as well as in 
wartime? 

Mr. Barucu. What is hanging over us is the threat of war. People 
lived under the threat of Vesuvius, but they went back to work. 
The American people have continued working despite the threat of 
war. I do not think there is much cause for complaint about the 
expansion of our economy over the past 2 years. I think that the 
threat of these controls as you say, hanging over us, is not going to 

interfere with any business ventures. 

During this present Korean war, when they had these taxes on, 
some of the largest expenditures in plant expansion in the history of 
our country took place by companies like Westinghouse—I cannot 
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keep account of this—but they spent hundreds of millions—and Allied 
Chemical, hundreds of millions, and Union Carbide, hundreds of 
millions—also by many small businesses, trying to enlarge themselves. 
All this was done even with these high taxes and with the threat of 
war hanging over them. 

Men will always try to better themselves, but I do not want to have 
them trying to better themselves in time of war by using the resources 
which can be better used for victory, and therefore, the ultimate best 
interests of our Government. 

Senator Benner. Well, as a man who was running a small business 
at the beginning of these two wars, I am very conscious of the fact 
that in my mind, and in the mind of millions of other operators of 
small businesses, particularly before the Korean war, the ever present 
question was: Can I afford to reduce my price level now, for any 
reason, because if I do so, I may be caught with my prices down. 

Now, President Truman, before he invoked price controls and after 
he had the power, made a plea to the American business community, 
and said, “Use self-restraint. Do not raise your prices.’’ The fellows 
who obeyed the request of the President were the ones who were frozen 
with low prices. The fellows who stepped out and took advantage of 
the situation were the ones who were frozen with high prices. 

The CuatrMan. Will the Senator yield? 

Senator Bennerr. Yes. 

The CuatrMan. That is one of the best reasons why the minute the 
emergency begins, you ought to freeze everybody’s prices. Then you 
will not have the situation which you just described. 

Senator Bennerr. The minute you pass this legislation, you are 
viving notice to every businessman in America that there is already 
legislation on the books that can freeze his prices when the President 
decides he wants them frozen. 

Mr. Barucu. No; the President only decides that in case of war 

Senator Bennerr. That is not the purport of the legislation before 
us, Mr. Baruch. 

Mr. Barucu. Then, I do not understand the English language. 

Senator Bexnervr. It gives the President the power in time of emer- 
gency, and I will admit the committee has been trying to quarrel 
that is not the word—the committee has been discussing the question 
of how to define an emergency. 

Do I understand that your testimony, then, is that only at the time 
of a formal declaration of war should these powers be used? 

Mr. Barucu. There might not be time to declare war, if we were 
attacked and if our cities were bombed. You have to be able to move 
right away. 

Another thing, Senator, Congress can always do away with the 
legislation if they do not like it. 

Senator Bennerr. That is an interesting point. I have been 
interested in the RFC 

Mr. Barvucn. If the majority of the people do not want it, you can 
get rid of it. 

Senator Bennett. Mr. Baruch, here is Senator Byrd at the table. 
He has a bill to abolish it, 20 years after the RFC was set on the 
statute books, and we still cannot get rid of it. 

Senator MaysBanx. That is because the majority do not want to 
get rid of it. 
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Senator Bennett. Senator Byrd, I think we are going to educate 
Senator Maybank at this session of Congress. 

Senator Maysank. I am ready to be educated. But I think the 
Senator from Utah will agree with me that democracy works that way 

Senator Bennetr. I have been in the Senate only 2 years, and | 
have not seen a bill presented on the floor of the Senate for the repeal 
of any existing law 

Senator MayBank. We repealed the President’s war powers. 

The Cuartrman. There is no relationship between getting rid of th: 
RFC, and preparing ourselves for a grave emergency in time of war 

Senator Bennett. I think there is this relationship, Mr. Chairman, 
and Mr. Baruch. The RFC was adopted as a means of meeting a 
dire emergency. The emergency has long since passed, but the 
legislation is still with us. 

Now we propose to put a permanent pattern of standby consumer 
controls on the statute books, which can be triggered by the President 
under the legislation, in times of emergency. 

Maybe you would amend it, and say, “In times of war.”’ But | 
think that is going to be a permanent pattern, and it is not going to 
die. 

The Cuarrman. Will the Senator yield? 

Senator Bennett. Yes. 

The CuarrMan. I think it should be a permanent pattern, as leng 
as we are fighting in Korea, and as long as we are spending billions 
and billions of dollars for defense, and as long as we are drafting 
American boys into the service, and have given the President the 
right to draft millions and millions more of them. As long as there is 
the danger of bombing of our cities, I think it ought to be permanent 
legislation 

How long that will be, Ido not know. But as long as that condition 
exists, I think it ought to be on the books and we ought to know what 
we are going to do in case of a dire emergency 

Senator Bennerr. This is a discussion between me and the Chair- 
man, Mr. Baruch, for a minute. 

Mr. Barucn. I am enjoying it very much, sir. 

Senator Bennerrt. All right. If the Chairman takes that position, 
then it is hard for me to understand why he would take the position 
that we should not now be under actual price and wage controls. 

If this is not a time of peace, if this is a time when this threat, as 
I call it, of consumer controls must be kept over us, then I cannot 
believe that 

The CuarrMan. The President is supposed to decide that for you. 
We will leave the powers to the President. The President now says 
he wants to take them off. 

Senator Bennett. That is right. 

The CHarrMAN. So, evidently we are not threatened by any war 
condition in the immediate future. 

Senator Bennetr. Do vou think the President should have the 
power to take them off and put them back on the basis of his own 
judgment? 

The Cuarrman. On the basis of his own judgment, yes, in case 
of war. 

Now, you do not give him these powers forever. You give them to 
him for 1 year at a time. The Congress always has a chance to inter- 
vene, if the majority wishes, as the Senator says. 
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Senator Bennett. This is my last question, Mr. Baruch. 

Mr. Barucu. Please do not stop. 

Senator Bennett. I have taken too much time now. 
Senator Goldwater has some more questions. 

If I come over on your side of the table for a minute, and agree— 
and I am not inclined to do that, but for the sake of argument I will 
agree that in time of war we must have an immediate position of all- 
out controls on the economy, can that not be accomplished effectively 
by having the Congress act at the same time it acts to declare war? 

I know we did not declare war in the case of Korea, and I think 
that is a very questionable situation. But would this not be possible, 
Mr. Baruch, that in time of war the President call the Congress back 
into session and ask us to declare war? We do that, and then in a 
second step, which would not require any particular committee hear- 
ings or any long, drawn-out program, freeze the economy for 30, 60, 
or 90 days, and then set up our operating machinery. 

I do not think you can sit here in March 1953, and make a plan to 
control the economy as it may be in March 1955 or 1958. 

So I am one of those who believe that if this kind of all-out control 
is necessary, and if you accept the freeze idea, which is the basis of one 
: the two bills before us, and which is the basis of the bill sponsored 
by the majority of this committee, then I think that freeze can be 
imposed at the time war is declared, and be just as effective as it can 
be imposed now, on a standby basis. 

Now, I appreciate your patience with me and, Mr. Chairman, I have 
taken far too much of the time. 

Thank vou very much. 

Mr. Barucn. Mr. Chairman, may I ask the Senator a question? 

The CHAIRMAN. Yes, sir. 

Mr. Barucn. Would you vote for that freeze-—I would like to call 
it a ceiling though I admit ‘freeze’’ was my original language and I 
stopped using it—would you vote for that overall ceiling, Senator? 

Senator Benner. Being a Senator, I always like to leave a back 
door open. I learned that from my colleagues here. 

I would say if this is a complete, all-out mobilization, I think that 
would then probably be justified. But I do not want to put the 
President in the situation where, if we got into a fracas with a South 
American country, he can say, ““This is an emergency. Iam going to 
put on the freeze.”’ 

I think the condition at that time and the severity of the situation 
would determine my vote. But I might be inclined to give the 
President those extraordinary powers in the event of a complete and 
all-out fight for survival, not because I thought they would lick the 
inflation, because I do not think consumer controls ever really affect 
inflation. 

Mr. Barucn. It would not cure it entirely. 

Senator Bennett. But because I believe such a period of time 
might make it possible for us to work out an operating system. 

In the past two wars, that is, World War II and Korea, we tried 
to write the law, and, law, under pressure, it is true, can be a bad 
law, but I think the freeze device might give us the time to develop 
the program, in view of the needs at the moment. 

Mr. Barvucn. You would give the freeze law all the other necessary 
powers that go with it? I mean, you are not just going to have a 
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freeze without anything else. You would have all-out: controls at 
the time? 

Senator Benner. Subject to the conditions of the time—what | 
am trying to say is, I would be inclined to have this process begin 
with the declaration of war, and not have it hanging over our heads 
when that time came 

Mr. Barvucn. It will always hand over our heads, as long as th: 
threat of war hands over our heads, Senator. 

The question is whether we enact this legislation before discussing 
these very points you are stating, or should we wait and do it unde: 
pressure? If we wait, when we do do it, you will find the pressure 
groups will do more pressuring than anvbody else. 

Senator Bennetr. I do not think any program will work for any 
length of time. I do not think either the OPA or the OPS actually 
worked. I think they created more hardships than they did good, 
I think public pressure which forced OPA off, and the change in the 
economy, which eliminated OPS, indicates that that is true. 

[ am old enough to have begun my business career just as World 
War I ended, and we had a short and sharp depression. It lasted 
several months, and it was a terrible thing to go through. But I have 
often wondered if our economy was not better off after that one than 
it was after the black markets and the other inevitable consequences 
of a price- and wage-control system that works beyond its usefulness 

I think it is only an emergency shot in the arm. I do not think it 
should be imposed as a permanent pattern 

But I have taken enough time 

The Cuarrman. One question, Mr. Baruch: How can we convince 
the person that agrees that if we get into this big emergency we ar 
talking about, we then have to have these controls? How can we 
convince him that it is wiser to prepare for it in advance, and know 
exactly what we are going to do, when he admits we are going to get 
into this big war, but he does not want us to make any preparations 
now? 

What can we say to that person to convince him? 

Mr. Barucn. If he wants to have it when war comes, but does not 
want to prepare for it? 

The CHatrmMan. Yes. What can we say to him? 

Mr. Barucn. I might say to this man—and this is not personal 
Senator—we both might be dead before action could be taken 
In any case I hope I will be by that time. 

Senator Ropertson. Mr. Baruch, may I offer a suggestion of what 
we should say in answer to the question by the chairman? We can 
say, ‘Look at the experience of the time before World War II.” We 
had a peacetime draft in 1940. We were moving very rapidly toward 
a war status in 1941. The President recommended price controls, but 
not wage controls. A bill was introduced in August of 1941, and it 
did not become law until January of 1942, although war started at 
Pearl Harbor on December 7, 1941. It became operative in April of 
1942. But from the day in August when the Congress started to act, 
until action was taken, and then it did not include wage controls, 
retail prices had advanced 12 percent, wholesale prices had advanced 
17 percent, raw products had advanced 46 percent, and when that 
increase of raw products, which were not frozen, began to press against 
the cost of operations of the processors and distributors, the prices 
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fixed, advanced over the previous August, had to be eased up to con- 
tinue production. 

Now that should be the answer to the man that says, “Take no 
action until the war starts.” 

The CuHarrMAN. Senator Bush, do you have some questions? 

Senator Busu. Yes. 

Mr. Baruch, there are two bills before this committee now. | 
wonder if you have had a chance to examine them. One ts 5. 753, 
and the other is S. 1081. 

Did you have a chance to examine them? 

Mr. Barucn. Yes, sir. I have gone over pretty near all the bills 
that were presented here, and made my own personal comments upon 
them. 

I am quite sure, Senator, that if I have any recollection of the way 
these bills are presented, various Senators present various viewpoints, 
and they are put in there for the purpose of getting a bill reported. 
And then you proceed to try to eliminate the things which the majority 
think should be eliminated, through a process of discussion, and in the 
criticism of it I think, Senator, your discussions have been very helpful 
this morning. 

Senator Benner. Thank you. 

Mr. Barucn. You try to eliminate those things and get the best 
you possibly can. 

We cannot get perfection. We will never have it in war and, | hope, 
never In peace. 

Senator Busn. Well, the two bills are rather different. One tends 
to set up an organization in being, or really to keep an organization in 
being, for the establishment of controls, and so forth. That is 8. 753. 

The other bill is simply called the 90-day price freeze, or price 
ceilings bil. 

Do you care to express any preference between those two bills, as 
to what this Congress should do? 

Mr. Barvucu. I think I would take the best features. 

Senator Busu. Of both? 

Mr. Barucn. Yes; of both. OnS. 753, I made a number of personal 
comments on various phases of it, which may or may not be well taken. 

I have made a little memorandum, in anticipation of that question. 

The CuarrMan. Without objection, suppose we place it in the 
record. 

Senator Busu. If it is on this point, I think we would like to hear it. 

The CuarrmMan. Let me say this. I think S. 753 is purely an 
extension of the existing act, on a standby basis. The act expires 
on April 30, and there will never by any controls under it, unless 
there is a big emergency, but it is the existing law, with all its inequities 
and imperfections in it. 

However, it is still the law that this Congress passed, and the 
purpose of introducing it was so we would have something before this 
committee for hearing purposes. 

Mr. Barucn. I thought we were discussing the advisability of 
having standby legislation. 

The Cuairnman. What I am trying to tell the American people and 
the Congress is that we ought to be prepared to deal with this situa- 
tion, if and when a big emergency strikes. I have tried to get people 
to come in and help us. 
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Senator MayBank. On July 24, 1950, Mr. Baruch, when you wer 
before this committee 

Mr. Barucu. Is this the first report of the committee? 

Senator MayBank. I made this statement: 

I cannot quite tell what your proposals would involve in governmental exp: 
ditures, but my guess is that it would involve a total Federal budget of at least 


$75 million 


That was in 1950, when you recommended that something b. 
done immediately. 

[ just wanted that put in the record, because at that time I happened 
to be chairman here, as you will recall, and I wanted to show that 
this estimate was made. Now it is a fact. 

The CHarrMan. Senator Bush, continue, please. 

Senator Busx. You said, Mr. Baruch, that you had a memorandum 
there. It looks quite short. I think it would be fine if you would 
read it to us. 

Mr. Barucu. I wrote this memorandum on the different legislation 
being proposed: 

1. To realize our objective of mobilization readiness against the 
threat of another war, the standby legislation should provide for all 
the authority which may be needed, including the power to impose 
an overall ceiling across the entire economy, over all prices, all wages, 
all rents, and all other costs. This ceiling should be imposed as of 
the last date prior to the emergency when the normal relationships 
of supply and demand still prevailed. All segments of the economy 
should be treated alike. No special favors, no loopholes, no escape 
clauses for anyone. 

2. The standby legislation should also authorize the establishment, 
at least in skeleton form, of the governmental machinery that will be 
needed to carry out the law if and when it is made effective. 

3. The provision in both S. 753 and $. 1081 requiring the President 
to consult with a National Advisory Council before invoking these 
powers does not seem wise. The determination of the national 
interest cannot be left to a council composed of representatives of 
various groups, each representing some special interest. In view of 
the importance of being able to act overnight, 1 would permit the 
President to invoke these powers on the proclamation of a national 
emergency. The Congress can always revoke this authority or 
terminate it at any time. 

4. The proposal for a 90-day freeze, as envisaged in S. 1081, has 

the merit of simple action treating all segments of the economy alike. 
To require that the ceiling be set as of the day before the action is too 
rigid. The President should be given a wider date span so he can pick 
the last date prior to the emergency when the normal relationships 
of supply and demand still prevailed. 
5. 5. 1081 does not provide for a standby mobilization agency except 
through an indirect delegation of Presidential power. I believe it 
would be better to charge some one agency with the responsibility 
specifically, either the National Security Resources Board or the Office 
of Defense Mobilization or the new agency which is being talked of, 
merging the two 

6. Similarly, with S. 753, I believe it would be sounder not to con- 
tinue the present Office of Price Stabilization or the Wage Stabilization 
Board but to place all the standby authority in the central mobilizing 
agency. 
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7. The 90-day limitation after which the so-called freeze would ex- 
pire seems too short a time. It is difficult to imagine any emergency 
that would justify invoking these powers which would blow over in 
90 days. One year would be better. Congress always has the au- 
thority to change the legislation any time it wishes. 

8. The legislation you are considering is clearly temporary in char- 
acter. Mobilization readiness must be considered as a fixed feature 
of our national defense, as indispensable as reserves of military forces 
and equipment. We have kad enough experience with these problems 
to know what to do. We will not learn anything more between now 
and the outset of any emergency, excepting perhaps as a result of 
atomic developments. I believe that what needs to be done can be 
worked out definitely enough now. Providing the necessary standby 
authority on a temporary basis is a move in the right direction. But, 
whatever is done must be set up as part of a whole. No one mobiliza- 
tion control is sufficient unto itself. They must all be set up and 
used together. 

You know, gentlemen, we talk about the atomic bomb. Look what 
happened to Berlin without the atomic bomb. You take 1 or 2 or 3 
blockbusters and drop them in a great city. You disarrange the 
hygienic resources, the light and the water and the air and electricity. 
It could destroy the usefulness of the city and break it away from the 
continuity of the rest of the community. 

It is not the atomic bomb alone. 

Senator Busn. The temporary nature of that S. 1081, or the 
so-called 90-day bill is related to the thought that the Congress would 
immediately be summoned to deal with realistic legislation. 

Mr. Barucn. If you put it all in at once, for 90 days—but just 
that itself will not be of any great value. 

Senator Busu. No. It is intended that that is only to freeze the 
situation until the Congress can convene. 

That is the theory of the 90-day bill, S. 1081. 

Do you think that is all right? 

Mr. Barucna. I prefer to have it for a year—but whatever you 
decide, do not just have it a part. If you do, it will fail. Deal with 
it in the whole. 

Senator Busn. One more question. This relates to your state- 
ment about the indirect controls. You say that the overall ceilings 
must be reinforced by monetary and credit controls, and by higher 
taxes, as quickly as they can be enacted. Do you think it would be 
helpful in this 90-day bill, or the short-term freeze bill, if there were 
provisions in there which would enable the President to direct the 
Federal Reserve Board and other authorities who have control over 
these indirect methods, to immediately be alerted to act so as to 
bring into effect these indirect controls, which you have said are so 
absolutely essential to the maintenance of ceilings? 

Mr. Baruca. It has never been quite clear in my mind, in Korea 
and World War II, as to the relationships between the Federal Reserve 
and the Treasury. Ido not think that has ever been clear in my mind. 

But I certainly would put on the restrictions on credit and on 
money rates and on taxes very fast, because those ceilings will not 
hold unless you do. 

The CHarrMAN. Senator Frear, do you have some questions? 

Senator Frear. I have just a couple of questions, as long as taxes 
were just mentioned. 
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Would you approve of a standby control on taxes? 

Mr. Barucn. Senator, I went all over that, and just gave up. But 
[ think it ought to be immediately undertaken right away. 

Senator Frear. But you will admit any increase in taxes during 
an emergency, when we need more funds in the Federal Government 
they have always lagged 12 or 18 months behind any other controls 

Mr. Barucu. That was the last time. 

Senator Frear. Do we need to take 18 months? 


Mr. Barucu. Tax increases move very slowly. The rise in thy 
prices was more than the increase in taxes. 
Senator Frear. But you will admit, though, that there will be a 


necessity for increased taxes? 
Mr. Barucnu. Higher taxes ought to go on right away, with credit 
controls. 


Senator Frear. You admit that we should have standby tax con- 
trols. but vou do not think we can do it? 

Mr. Barucn. No, I have never been able, in my three war experi- 
ences, to work out anything along that line that was satisfactory. 
Senator Frear. My next question is this: Do you think Congress 
should have the authority to put controls into effect, as well as the 
President? 

Mr. Barvcn. I think the President ought to have the power. 

Senator Frear. Then we go back to the question of what happened 
when controls were put on, or when the legislation was enacted, afte: 
Korea. It was 3 or 4 months before the President executed it, and 
the price rise then, as was stated, was 5 percent. If the Congress 
had given the authority to do it, and I admit they have the right to 
put it into legislation if they so desire, we probably could have saved, 
had that been in effect, 5 percent, along the inflation line. 

In other words, when the Congress passed the law, the Defense 
Production Act 

Mr. Barucn. I think the budget would have been in balance now, 
if the right action had been taken. 

Senator Frear. Then Congress could have put those controls in 
effect. Why, then, do you not think they should have it in the 
standby authority? 

Mr. Barucn. Congress passed the legislation. 
executive power. 

Senator Frear. That is right. 


They are not the 


Mr. Barucn. You had your watchdog committee to try to needle 
the executive all the time to move. 
success. 

Senator Frear. That is all we could do, Mr. Baruch, was needle 
them. They could not put the controls in that were already on the 
books, in effect. 

Now, what I am asking is, do you not think that the Congress 


should have the same authority to put controls into effect, as the 
President? 


And it did not have very great 


Mr. Barvucu. If the kind of war that is envisaged, this new war- 
fare, comes about, we do not know whether Congress will be in session. 
The bombs may fall in the various places, and somebody must have 
the authority to move. And, the quicker we move, the better. If 
we do have this bombing, there will be great panic and disturbance, 


and we must have the authority to act and move so that people will 
know what their position is. 
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Senator Frear. I do not mean to create the impression that it 
would be taking the power away from the President. It is only an 
ilternative power, that the President could do it, or Congress could 
ao it. 

Mr. Barucn. It the President does not acti, then Congress can take 
some action? 

Senator Frear. Would you disapprove, if an amendment to 5. 
1081 says that either Congress or the President can put into effect 
these standby controls? 

Mr. Barucn. Either/or? 

Senator Frear, Yes. 

Mr. Barucn. If the President does not do it, I say the Congress 
ean. 

Senator Frear. Maybe the Congress would say they should be in 
control, and the President may disagree. 

Mr. Barucu. You know, I have been reading a good deal about 
the various civilizations that have gone by, and there is one thing that 
was evident. When our forefathers wrote the Constitution, they 
wanted to get away from the power of the King, but they wanted to 
have the power of execution, and they gave that power to the Presi- 
dent. This power was limited, more or less, in some ways. The 
Congress had to pass the acts to give him the power. 

Now the French wanted to get rid of the King, but they never gave 
power to the executive. That is the curse of French politics now, you 
can never get anything done. 

Now I have no fear of trusting the President. He is the Com- 
mander in Chief, and he can do a good many things in that capacity. 
I recommended, when Mr. Truman was in there, that we should have 
standby legislation. 

Senator Frear. But, Mr. Baruch, you will admit that Mr. Truman 
did not put the law into effect for 4 months, and during that time prices 
rose, as has been stated here, 5 percent. 

Mr. Barucu. He did not put them into law, and, as you know, I had 
something to say about that. 

Senator Frear. I recall that. 

Mr. Barucn. But if we had put them in—I do not think we could 
guarantee the perfection of human nature or buman action—but 
we had a certain form of government, which I would like to follow, 
and that would be to give the President such powers as necessary. 

Senator Frear. The rights the Constitution gives to the legislative 
and the administrative branches, also gives the legislative branch 
the right to vote and to override the nonsignature or nonapproval of 
the President, too, does it not? 

Is that much different from what we might ask the Congress, to 
have the power to put into effect standby controls, or to put standby 
controls into effect? 

Mr. Barucu. Of course, the Congress has the right to step in and 
change the legislation that is in effect. But I have not thought about 
the point you raise. In wartime, I would have the power in the Ex- 
ecutive. I would not have it unquestioned. Ithasa very great effect 
upon the rest of the world, too. 

Senator Frnar. I think I understand your position, sir, although 
I disagree. 

The CuarrMan. Senator, let us go to the other side just a moment, 
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Senator Goldwater, do you have some questions? 

Senator Gotpwater. Mr. Baruch, the remark was made by— 

The Cuarrman. If the Sens stor will yield, let me s: iy this. I suspect 
we will have to quit at 12 o’clock. If there are more questions fo 
Mr. Baruch, we . ill come back at 10 o’clock tomorrow morning. 

Mr. Barucu. I will ee glad to. 

Senator Maysank. Mr. Chairman, I also may have some questions, 
in addition to what | ee 

The Cuarrman. Then, if it is the opinion of the members that they 
have many questions, which might take another hour or an L our and a 
half, we will go on now until 12 today, and recess until 10 o’clock 
tomorrow morning. The Senators will then have another opportunity 
to question you, Mr. Baruch. We will meet in room 301. 

You may proceed, Senator Goldwater. 

Senator GOLDWATER. Senator Bennett inferred that I might have 
some additional questions. I had some questions before Senator 
Bennett started to question you, but he pretty much covered what 
I had to ask. 

[I have, though, one additional thought, and I would like to get your 
thinking on it, because I think it is a very important one in this 
particular case. 

The chairman has raised the question of why the businessmen of 
this country do not want controls of any kind, during war or during 
peace, and that we are only talking about war. There is a doubt in 
the minds of American businessmen as to the effectiveness of controls 
in this great free enterprise system of ours, at any time. I just wanted 
to inject this thought. In over 140 years of our history we had no 
effective inflation, other than the normal 3 percent per year that we 
expect year in and year out. I think because of that, because of the 
fact that the minute the controls were put on we had our first real 
experience with inflation in this country, businessmen are rightfully 
afraid of what controls can do in wartime. 

I wanted to get that in there, because that is my opinion, as a 
businessman, and, frankly, it is a point on which I disagree with you. 

I recognize your vast experience, and I am highly honored to have 
the opportunity to talk with you, believe me, sir, but I hope that 
when I have accumulated your experience I will retain my faith in 
the free enterprise system, and feel that its strength in peacetime 
will also be its great strength in wartime. 

I am very glad to hear you, because you are one of the first wit- 
nesses to come before us and say that controls have to go on eve ry 
single iota of this whole economy of ours. We cannot favor one; we 
have to put it on all. 

This is the thought I would like to get out of you. We have had 
experience ip all the history of the world with controls during wartime 
and peacetime, and the development of the black markets. How, 
when we put complete controls on, can we avoid the dangers of the 
black market? 

Mr. Barucu. That is a good question, and I think it can be avoided. 

It was for that reason that I advocated and approved the suggestion 
that the purchaser, as well as the seller, would be guilty of the infringe- 
ment of the law. I have never seen any real effort made to stop the 
black market. I said I knew of a certain big company buying nickel 
at 3 or 4 times the price of nickel, and nobody did anything about it. 
You have machinery to stop it. Again, my theory of this thing, 
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Senator, is that I would use industry more than it is generally used 
in wartime. I would use it in this manner: | would use it in a manner 
that I felt was the backbone of the War Board over which I had the 
honor of presiding, where there was what I would call commodity 
sections, composed of large- and small-business men, let us say, in 
steel or copper, or whatever it was. Those men knew what produc- 
tion was, what substitutes could be found. They were accustomed 
to selling that product, and they knew who bought it and for what 
purpose they would use it. They knew about prices, and they knew 
about the ebb and flow of that particular material or commodity. 

My theory was to form that committee —both the large and small 
people would be represented so that the smaller business people would 
get their fair share of what was being done—and to them would be 
given the policy of the Government, as regards prices and priorities 
and allocations. That committee would be under the headship of 
some man, picked out by the Government. 

Now, this businessman could carry to this committee of business- 
men, the prices, the priorities, the allocations, all under the rules and 
regulations. ‘Those men were accustomed to producing and distribut- 
ing those things. If there was any breakage of the regulations, those 
men would know it right away and could report it to the agency that 
would have the prosecution. 

L do not think the committees of industry, in my opinion, were ever 
suffieiently used in this. And the breaking of those rules by the black 
market was never prosecuted. 

Senator Gotpwater. Thank you, sir. I asked that question 
because I have a great fear of the black market, and I wonder in my 
mind if the evils of not controlling profits, prices, wages, and so forth, 
during war, offset the evils of the black market. 

I want to inject this thought, that there has never been, in my 
memory, a law or a control devised that the ingenuity of the American 
could not get around in some way. 1 would defy any legislative body 
to write any law that some American could not figure a way to get 
around. 

If we say we are going to control every segment of our economy, 
and then some person goes and buys a set of tires on the black market, 
and the seller and the buyer become violaters, are we not getting 
awfully close, sir, to the police state, to make those controls work, 
and is that not as much a danger as the absence of control? 

Mr. Barvucu. I do not think you would get into a police state. 
I know of no regulations in World War I or World War II that stayed. 
The only one that stayed is rent control, which I do not want to 
discuss now. 

You have to have a police force to enforce any law or legislation. 
There is no doubt about that. That is what we have police for, and 
courts, and jails. But now these things die with the war. I do not 
see anything left to disturb anybody. 

I am a free enterprise man, and I am proud of it, and of the indi- 
vidualistic system, as I like to call it. But when war comes you have 
to direct your resources to beating your opponent. Then when you 
have done that, you sit down and work out our own salvation. 

But first you must get your resources directed to beat your opponent. 
The sooner and the quicker that is done, the less lives will be lost, 
and the less it will cost in every way. 
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That is the way I feel about it. 

Senator GOLpwaTeRr. I agree with you as to the prosecution of the 
war, and I think we in the United States have never learned to fight 
wars as civilians. I was in the last one, overseas, and I do not think 
we had to worry about driving to work in Cadillacs, and so on. 

I want just one more comment from vou, and you have almost 
given it to me. Do you feel that the efforts and the expenditures 
necessary to enforce this type of legislation, which would be the most 
complete type of overall legislation ever attempted in this country 
might prove to be more expensive than the value received? 

Mr. Barvucn. I think if they do this right, it will be less expensiv« 
As a believer in the free enterprise system, and as a man who has ad- 
vanced under it, | would not tolerate it. I fought just as severely) 
the doctrinaires of the left, as I would fight against the doctrinaires 
of the right. I see no other way, except to beat off our enemy. 

War is not fair; it is foul. We are fighting the most ruthless and 
powerful enemy in existence, even greater than Rome faced. 

Senator GoLpwatrER. Do you believe that Stalin’s doctrine, that 
the way to beat the western powers is through the weakening of their 
economic system? 

Well, that is not a good question. 

Mr. Barucu. I would say, let us not point out too much the im- 
perfections and shortcomings. Life is not made up that way. We 
should see the good points of our system and of our individuals and 
the people we associate with. You must look at what we have to 
accomplish, in event of war and it is not pleasant. It is not going to 
be pleasant, no matter what you do. 

My great aim, as I| sit here today, is to point out a way of quickening 
the end of any conflict that may be forced on us so that we can go 
back to our normal ways. 

The CHatrMan. I have a letter from Mr. Heer, of the National 
Retail Furniture Association, requesting a correction in his testimony 
in part 1 of these hearings, already printed. (See p. 378.) Without 
objection, his letter will be inserted in the record at this point. 

NaTIONAL RetarL FURNITURE ASSOCIATION, 
Washington 6, D. C., March 23, 1958 
Hon. Homer CAPEHART, 


Chairman, Senate Bank ing and Currency Committee, 
Senate Office Building, Washington 25, D. C. 

DrEAR Senator Capenart: I respectfully request that this letter be published 
in part 2 of vour committee’s printed report of the hearings on 8. 753 and 8. 1081. 

I am writing to ask that the record be corrected to show that in my testimony, 
which appears at page 378 of part 1 of the hearings report, I adopted the statement 
of the spokesman for the American Retail Federation and the Retail Industry 
Committee as representing the views of the National Retail Furniture Association. 

i did not. adopt the statements of the National Retail Dry Goods Associatio1 
and the Retail Food Distributors 

Yours very truly, 
Leo J. Heer. 

The Crarrman. If there is no objection, we will now recess until 
10 o’clock tomorrow morning, and we will meet in room 301. Senator 
Douglas will be first to question you, Mr. Baruch, at that time. 

Thank you, Mr. Baruch. 

(Whereupon, at 11:55 p. m., the committee recessed to reconvene 
at 10 a. m., Tuesday, March 24, 1953.) 
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STANDBY ECONOMIC CONTROLS 


TUESDAY, MARCH 24, 1953 


UNITED STATES SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to call, at 10:05 a. m., in room 301, 
Senate Office Building, Senator Homer E. Capebart (chairman) 
presiding. 

Present: Senators Capehart, Bennett, Bush, Payne, Maybank, 
Robertson, Frear, Douglas, and Lehman. 

Also present: Senators Symington and Gore; Congressman Multer 

The CuarrMan. The committee will come to order, please. Is 
Congressman Multer here? 

Mr. Muurer. Yes. I just arrived. 

The CuarrMan. Do you want to come and sit with us? 

Mr. Mutrer. I will sit with the witnesses today. Thank you, 
Mr. Chairman. 

The CuarrMan. As soon as we finish with Mr. Baruch, you will be 
the next witness. 

When we finish here this morning, there is one bill | would like to 
have the committee remain to act upon. If any of you have to leave, 
will you speak to Mr. Dixon or some of the staff? It is S. 1410. It 
has to be handled prior to April 15 by both Houses. I would like 
to report it to the floor this afternoon, if possible. Will you leave 
your proxy? 

Senator Bennett. I have to leave. Do you have a report on it? 

The CHarrMAN. Yes. 


STATEMENT OF BERNARD M. BARUCH—Continued 


Mr. Barucnu. May I read a few thoughts that occurred to me, in 
view of the questions and answers here yesterday, or would you 
prefer for me to 

The CuarrMan. We will be happy to have you proceed in your 
own way. Then, as soon as you have read your statement, I think 
the agreement was yesterday, when we recessed, that Senator Douglas 
would ask the first questions. 

Mr. Barvucu. If the Senator wishes to proceed 

Senator Dovuaias. You proceed, Mr. Baruch. 

Mr. Barucu. In thinking about some of the questions which were 
raised here yesterday, these thoughts came to my mind: 

1. It is always possible to point out imperfections in how controls 
were administered in the past. No matter what law you have, there 
is always some abuse. But because there are lawbreakers is no 
argument that we should not have laws. Because black markets 
develop does not mean that we should not have controls over the 
economy when they are needed. To attempt to mobilize a nation 
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for modern war without controls over the economy would result in 
chaos. 

If any persons appear before you to protest the difficulties they 
experienced in the last war under controls, you might ask them 
whether what they had to put up with was anything compared with 
what was demanded of the soldiers on the fighting fronts. You 
might also ask whether the difficulties they experienced were too high 
a price to pay for winning the war. 

2. The fact that this country has the highest living standards in the 
world should make us all humble and fearful in the face of another 
threatened war. During the last war, less was asked of the American 
civilian population than of the civilian population of any other nation 
in the entire world. This was largely because the accident of geog- 
raphy spared our cities from devastation. Let no one deceive himself 
or herself that Americans have a God-given right to wage a war with- 
out having to make bitter sacrifices here at home. 

3. So much was said here yesterday about free enterprise—which is 
something I prize most highly—that it may be well to emphasize this 
fact. We cannot preserve our freedoms, in the face of this terrible 
threat abroad, by weakening our own Government. There is not one 
of us who can protect himself or herself in this world except through 
the Government. If this country, and all it stands for, is to be pre- 
served, we cannot deny our Government the powers that are needed to 
insure our survival. 

4. Another point which may not have come through as clearly as 
it should have yesterday is this: The central objective of all mobiliza- 
tion controls is to make certain that our resources will be directed to 
defense needs so that victory can be achieved in the shortest possible 
time with the least casualties and the smallest costs. Without con- 
trols over prices, wages, and other costs, all other mobilization controls 
are weakened. A manufacturer of less essential things can go out into 
the market and, by bidding a higher price, compete for scarce materials 
against manufacturers who are working to fill defense contracts. 
This may slow and interrupt the flow of materials to where they should 
go. It raises the cost of the things the Government has to buy, 
aggravating the burden of taxation upon all. 

Similarly, if wages are left uncontrolled, manufacturers of less 
essential items can bid against defense producers for available man- 
power. If this got bad enough, you might be unable to get workers 
into defense industries except by virtual compulsion. With all wages 
under a ceiling, it becomes easier to shift manpower where it is needed 
most urgently without taking more stringent measures. 

A ceiling on wages may be a direct control on wages, but it is an 
indirect control on manpower. 

That principle holds through your entire economy. Just what do 
people mean when they draw a distinction between direct and indirect 
controls? All controls are direct if they make themselves felt. If 
they do not make themselves felt, then they aren’t really controls. 
If all controls are used together, the burden on any one control is 
lessened, and the efficiency of all is improved. Any attempt to do 
the job with 1 or 2 controls alone is bound to fail. 

5. I trust I have made clear that, while I strongly favor standby 
mobilization legislation, I am not in favor of any of the bills before 
you as they now stand. A freeze of prices and wages is no good by 
itself. The freeze bill you are considering should embrace all the 
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powers needed in a wartime emergency. Priorities or allocations, by 
themselves, will not work; nor will price controls by themselves; nor 
credit controls by themselves. All together, they will work. 

6. If the Congress—this answers your question, Mr. Chairman 
does the right thing, you will never be able to convince everyone. 
Some people may feel sincerely that wartime controls are unnecessary. 
Then, there will always be a minority who will oppose controls, even 
in wartime, in the belief that they can make bigger profits if they are 
left free to charge what the traffic will bear. 

Sometimes the so-called spokesmen for special interests do not 
know what is best, even for the interests they claim to represent. 
After the Korean outbreak, for example, some persons opposed an 
overall ceiling, thinking that in this way they were conveying a special 
benefit to labor. Otbers opposed an overall ceiling, thinking they 
were favoring the interests of business. 

Farmers, workers, and businessmen soon discovered that they 
would all have been better off if they had banded together to stop 
inflation, instead of trying to gain some advantage over the other in 
the inflationary race. The true interest of every segment of the 
economy is what is good for the whole country. 

In whatever legislation you write, you must lift che national interest 
above the interest of any special group. If you do treat everyone 
fairly, the people will know it, just as they will know if any ection that 
is taken has the effect of lifting the standard of profiteering above the 
standard of patriotism. 

It is a strange, fateful test that we Americans face in this war- 
shivered world. No people in the entire world have more to lose than 
we. Yet, these very possessions tempt us to put a higher price on 
our material wealth than upon our freedoms. These riches we possess 
tempt us to follow the course of selfishness, even though that course 
clearly jeopardizes everything we hold dear. 

These are the times that try men’s values. We can demonstrate 
our fitness to survive in only one way—by doing what we know is the 
right thing. We invite our own destruction by neglecting to do what 
we know must be done. 

The Cuarrman. Thank you, Mr. Baruch. In addition to Congress- 
man Multer, we have another very distinguished visitor this morning, 
Senator Symington, from Missouri. Senator Douglas, will you pro- 
ceed. 

Senator Doveuas. First, let me say very simply what is the feeling 
of all of us. We are greatly honored by your coming here. I think 
all of us feel we are in the presence of a very wise, a very great, and a 
very unselfish man. We appreciate very much your coming. 

Mr. Barucu. Thank you, sir. 

Senator Dova.as. I take it, on the whole, you feel a bill of the type 
of S. 753 is preferable to the simple freeze bill, S. 1081. 

Mr. Barucu. 1 wouldn’t be in favor of any bill that doesn’t include 
all the powers that are necessary. I do not think that any of the bills 
we are now considering do. 

Senator Doveias. You do not think that S. 1081, which is simply a 
90-day freeze, is sufficient in itself? 

Mr. Barucu. That is quite right, sir. 

Senator Doveuas. I want to pay tribute to our chairman, because 
in presenting S. 753, he eliminated a number of amendments which are 
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in the present act. But the act does contain the present exemptions 
I take it you think those exemptions should be swept away. 

Mr. Barvucu. I would exempt no one, no one interest. You don’t 
exempt 33,000 men being drafted 

The Cuarrman. To keep the record straight, S. 753, in substance, is 
the present Defense Production Act. 

Senator Dovectas. With the amendments eliminated. 

The CuarrmMan. With some of the amendments eliminated. All 
we have been trying to do here is to arrive at a principle, and that is 
we ought to prepare ourselves in case we get into a big emergency 
I have repeatedly, I don’t know how many times, invited, as I did 
your good self, the businessmen of the Nation and those representing 
labor and farmers, and every other segment of our society, as well as 
other Congressmen and Senators and administration spokesmen to 
join with us in the principle that we ought to prepare ourselves for 
this emergency that we hope never comes, and then come in and help 
us write the right kind of bill. 

I have no pride of authorship. I was simply doing what was my 
duty as chairman of this committee, to call to the attention of the 
American people and Congress and those interested, the subject 
matter, and then hold hearings to see whether or not we wanted to 
do what I think we ought to do, prepare now for a grave emergency, 
if and when it comes. 

| have no pride of authorship. I knew that we would have to make 
many changes in it. I have been trying to get people to help us 
Senator Douglas. 

Senator Dove as. I inferred, also, from your testimony that vou 
feel, just as it is necessary for the Army to have a general staff to 
prepare a set of military plans in case various emergencies break out, 
so you feel it is necessary to have some kind of an economic general 
staff preparing plans for price and credit control in advance of an 
attack? 

Mr. Barucn. Yes. The National Security Resources Board has 
a draft of the kind of bill you should study. I don’t know exactly 
where it is, but I think you will find it there. 

Senator Dovatas. That leads to mv next question. Where do you 
think this planning authority should be located? You suggested the 
Office of Defense Mobilization, and also the National Security 
Resources Board. Which of those do you prefer? 

Mr. Barucu. I think I indicated, or at least said yesterday, that 
it ought to go to this new mobilization agency that is being planned to 
consolidate the Office of Defense Mobilization and the National 
Security Resources Board. This new agency should do the planning 
in all the details for carrying out the legislation, so everything is ready 
to go into effect. 

Senator Dovetas. You think it would be necessary, then, to have a 
standby field organization or just a staff organization? 

Mr. Barucn. They would have to have some organization, but it 
doesn’t need to be anything like that in previous vears. I think we can 
do it with a much smaller staff. 

Senator Dovetas. You think from 30 to 50 men would be enough? 

Mr. Barvucnu. I wouldn’t say how many. I know when Mr. Charles 
Wilson—General Electric Wilson—went into the Office of Defense 
Mobilization he felt he could do the job that he was supposed to do 
with very few men. I have that feeling myself. 
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Senator Dove tas. Did you notice section 806 in S. 1081, which | 
think is the same as section 408 in S. 753? 

Mr. Barucu. I noticed that very particularly. 

Senator Dovuetas. It reads: 

Nothing in this title shall be construed to require any person to sell any material 
or service, or to offer any housing accommodations for rent, or to perform personal 
services. 

Do you have any comment upon that section, or suggestions? 

Mr. Barucnu. Yes; take it out. 

Senator Dovetas. Why, Mr. Baruch? 

Mr. Barucnu. Because, if you say, “Nothing shall be construed to 
require any person to se oy any material or service,” anybody can sit 
down for 90 days. 

Any manufacturer of something which was going to be scarce, 
could decide to sit tight for 90 days, which would be a form of hoarding. 
You must have the power of priority and the authority to commandeer, 
which makes it possible for you to seize what is ne ‘eded and direct it 
so that it goes where it will be used. Suppose somebody tried to 
corner all the sugar, all the meat, all the milk. Of course, with perish- 
ables, they would not get the storage facilities that they needed. But 
with nonpe rishables, it is very easy to sit down and hoard them. 

The Cuarrman. The aaleiieg of that paragraph was, of course, to 
avoid involuntary servitude. 

Mr. Barvucn. That part is all right, but you must take care of 
this other point I have just raised. I understand that some of these 
things are put in so we can discuss them. I think it is fine to get the 
fullest criticism of all the weaknesses or strength of these provisions. 
I think if you have the power to commandeer, you would be able to 
manage the fellows that might want to keep things off the market. 

Senator Doveias. We have had two theories of allocation suggested 
here. There is one theory that has been advanced by men of good 
will, namely, that the Government should have merely the power 
to commandeer or allocate for its own purposes, that is, so many tons 
of copper, so many tons of tin, so many tons of rubber, and so on, but 
the remainder should be left free and private interests should compete 
between themselves. 

Mr. Barucn. You are talking about wartime, now? 

Senator Dovatas. Yes. 

Mr. Barucu. In wartime, whatever is left after defense needs 
should be allocated to the most necessitous use. 

Senator Dovetas. You would say allocation should be applied 
between different private parties and not merely between the Govern- 
ment on one side and all private parties on the other, that is, we 
should allocate to individual firms, not merely to the Government? 

Mr. Barucn. I don’t think I quite heard you. May I put it this 
way: I think this answers your question. You have all the demand 
on one side and you have the supply on the other. The Government 
sets a certain priority and says what things should come first. Buta 
part of the priority must be the necessitous use by civilians. The 
civilian economy must be kept going. It is just as important and 
just as necessary as defense, because unless the essential civilian 
needs are met—needs not desires—you could have a breakdown. It 
would destroy morale, which is important in war. 

Senator Dovetas. May I raise the question of stockpiling in case 
of emergency? 
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Mr. Barucu. I have advocated stockpiling for a good many years, 
beginning back when you could stockpile with ease. It was bad tim- 
ing, it seemed to me, to start stockpiling when we were preparing fo: 
war and giving money away right and left to everybody so they could 
buy everything they wanted. We stimulated demand in all directions 
at the same time we were making our defense preparations. For 
some things it became a kind of babel, with everybody competing, and 
clamoring, one against the other, various divisions of our;Government, 
foreign governments, private companies. The best time to stockpil 
is when there is plenty of what you want or where you cut off all the 
other buyers. 

Senator Dove.as. As you long ago pointed out, and as I believe the 
Paley committee has since shown, we are, of course, dependent upon 
overseas countries for all of our natural supply of rubber, for all of 
our supply of tin, for most of our manganese, for a certain portion of 
our wool, for a fraction of our copper, and so on. I wondered if you 
felt that we should step up the policy of stockpiling, at least of crucial 
materials, so if an emergency does come, we will be less subject to 
having the supply shut off by submarine attack upon our ships? 

Mr. Barucna. I feel the rate of stockpiling is dependent upon all 
the circumstances. I do not know what the overall conditions in 
the world ars today, except what I see in the papers. I certainly 
wouldn’t let everybody have all the butter they wanted when they 
needed guns. 

[ understand you have a distinguished Member of the Senate, Mr. 
Symington, here. When he had the tin and rubber problem, he 
found a way of handling the situation. But there is always a way of 
getting substitutes, of wiggling our way out. There are important 
items which we have lost the opportunity of stockpiling. But to 
stockpile in competition with defense and with loose civilians’ demand 
is bad. 

Senator Doucuias. What do you do, give up stockpiling or restrict 
civilian 

Mr. Barucn. You have lost the best opportunity for stockpiling 
many things. And when it comes along again, you will have to 
undertake it then unless you are willing to say to the civilians that 
they cannot have the things you need most badly. You will have 
to give the civilians an evidence of that necessity in the international 
situation. 

Senator Dove.as. I think we all benefited from the exchange of 
views between Senator Bennett and Senator Goldwater, on the one 
hand, and you upon the other. I want to say to my colleagues that 
| appreciated the intellectual quality of their questioning very much. 

Senator Bennett expressed the fear that if vou have the standby 
bill on the books, that businessmen will move up their prices in 
anticipation of the future freeze. To what degree do you think 
competitive factors and consumer resistance will, at least, soften that 
tendency? I think there is that tendency. But the question I 
weuld like to ask is the degree to which competitive factors and 
consumer resistance would weaken the tendency. 

Mr. Barucn. Your question, as I understand it, is would this bill 
that we are now discussing affect the attitude of the businessman so 
that he would not proceed? I do not think so. 

Senator Doueias. I would not take as strong a position as you on 
that. I think it might affect his attitude. But I was raising the 
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position between the businessmen and the consumer in relation to 
competition. Am I speaking too rapidly? 
Mr. Barvucu. Unless the demand is there, prices will not stay up. 
The Cuarrman. I think the best proof of that is that we now have 
had, up to a few days ago, most items under control selling under the 
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npeting, and Senator Bennerr. Will the Senator yield to me for a comment? 
7oVernment Mr. Baruch, my experience in operating a small business which dealt 
to stockpil with consumers is that, unless there is a Pearl Harbor kind of attack 
1t off all the which gives no advance warning of the coming of a crisis, the consumers 
themselves begin to bid for material. 

They move on the scare-buying basis, and so rather than providing 
resistance to the businessman for raising his prices, they provide 
encouragement by creating a temporary demand. It is a little hard 
to measure the effect of competition on the psychology of a fear of 
scarcity. But I think as we might move toward an emergency the 
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factors would all be to encourage the businessman to protect himself 
by keeping his prices up rather than to put pressure the other way. 

Senator LeHMAN. It seems to me we have been hearing an awful lot 
about the effect of the free play of competition and free enterprise. 
I am in full agreement with that. But it seems to me the play of 
competition would inevitably keep prices down. I doubt the manu- 
facturer, the merchant, could raise bis prices unless there was a 
tremendous increase in consumer demand. 

After all, there are thousands and hundreds of thousands of manu- 
facturers and merchants. They are not all going to be in cahoots to 
raise their prices. One man producing a certain article is going to be 
afraid to raise his price for fear his competitors will get the business. 
I think they would. I don’t think you need to fear very much that 
there would be any successful effort upon the part of manufacturers 
and merchants to increase the cost of their goods. 

Senator Benner. I have been through the actual experience of 
dealing with consumers and with good: in the face of the psychology 
of the imposition of controls. 

If I have heard one man make this statement, I have heard a hun- 
dred, “Well, the first time the President asked us to exert self-restraint 
and to keep our prices down, we did it. Then the freeze came along 
and we were caught and we had to live through World War II for 
4 years with a price below my competitor and with all of my costs 
rising.’”’ So they said, “This time my price is going to be as high as 
I can get it, on the theory that the price that is in existence on the 
date the freeze comes is the price I have to live with for 4 years.” 

I think when you approach this crisis or this dire emergency you 
have enough advance warning usually so that the pressure is to force 
the market up rather than to hold it down. I think the existence of 
the standby controls formed a part of that pressure. That is my 
point. 

Having been through it twice, I know it is a very real thing. 

Senator, there is another thing to comment on. If the time of crisis 
passes, or if production continues to be adequate as against demand 
after this fear psychology passes, then the thing rights itself under the 
operation of the law of supply and demand. But the psychological 
factor enters into it at this point and forces an artificial demand. 

I am not an economist.’ Senator Douglas, isn’t that what happens? 

Senator Dova.as. Yes. 
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Senator Busu. I would like to comment on what Senator Bennett 
said. The thing that marks the prices up is not so much the question 
of the fear of controls as it is the fear of scarcity. 

Senator Bennerr. It is the fear of rationing which accompanied 
controls in World War II. It is the fear that they won’t be able to 
get what they want. 

Senator Buss. It would seem to me that, nevertheless, if my 
theory is correct, it is scarcity that creates the desire to buy, or the 
threat of a scarcity. That it would be better in the event of an 
emergency for the President to have authority to clamp the lid onto 
prices until the Congress could take action to meet the situation 
which occasioned these fears of scarcity. 

The Cuarrman. Whether you have the law or whether you do not, 
it is a series of events and circumstances and situations which does 
what the Senator from Utah is talking about. Regardless of whether 
you have a law or not. 

The best argument for having a law, I think, is the argument that 
a series of events, circumstances, and situations is what makes it 
necessary. I don’t think the argument against it is any more valid 
than the argument which has been used here and now, for many, many 
vears, that the Taft-Hartley Act was a slave act. We know it was not 

slave act. It may have had many, many weaknesses, but it was 
certainly not a slave act. 

I don’t think this argument is any more valid than it was to say 
that the Taft-Hartley Act was a slave act. Furthermore, let’s say 
that it does have somewhat a tendency. I don’t agree but let’s say 
it does. You still need to be prepared for a big emergency, if and 
when it comes. 

I think the standby labor law that we have, under which the Presi- 
dent can draft 0 men next month or 10 million men next month has a 
tendency possibly to upset the boat, too. The draftee doesn’t know 
maybe what he is going to do. But nevertheless he can’t avoid it. 
The law is there. He has to prepare for it, and he has to follow along. 
If his name is called, he has to go. 

I think the good that we get by knowing what we are going to do 
if a big emergency strikes, far overshadows any harm there might be. 
I am not unmindful that there is some merit in the argument. I don’t 
think it is any more valid than to say that Taft-Hartley Act is a slave- 
labor act. It may have many, many weaknesses, but it certainly isn’t 
a slave-labor act. 

Do you care-to comment? 

Senator Roprnson. I want to endorse your objective, but with all 
due deference, not all of your details. We have had several experi- 
ences with war conditions where we either had no controls or inade- 
quate controls or what we did put on we put on too late. 

We had World War I from December 1916 to December 1919 when 
we had just a modicum of controls on coal and a few other items. 
Consumer prices went up 64 percent. Then we had a great depression 
in agriculture commencing in the latter part of 1919, which hit them 
heavy in 1920, when cattle dropped from 18 cents a pound to 9 cents 
a pound in 1 year’s time and broke a lot of cattle dealers in Virginia 
and other places. 

Then we know ahead of World War II prices went up 24 percent, 
and 12 percent of that advance was after Congress started to act and 
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before controls were actually imposed in April of 1942, although war 
had actually started in December 1941. 

Now, I endorse the position of Senator Bush. The mere placing 
on the statute books of authority to the President to take quick 
action isn’t going to touch off scare buying and eee buying. 
We are now producing automobiles at the rate of 7 million units 
a year. That is more than we will buy. That is more than we can 
buy; it is more than we need. If that keeps up it is going to be a 
terrific problem for the automobile manufacturers to sell those new 
cars unless they make a big cut in the price. 

Passing a quick freeze won’t make a man rush into the market 
to buy one of those automobiles. The same thing is true in the case 
of purchase of radio sets. But the manufacturers can put out more 
radio sets than we can buy. Possibly the same thing is true of tele- 
vision, although there is a big demand. I understand in the great 
windy city of Chicago they are more interested in television sets than 
in bathtubs. 

Senator Dove.as. I deny that. 

Senator Rosertson. I understand they have 100,000 more televi- 
sion sets than bathtubs. 

Senator Dovetas. We have both bathtubs and television sets, sir. 

Senator Ropertson. Far be it from me to accuse them of being the 
great unwashed, 

You say our bill is not adequate. When the distinguished chairman 
of our committee introduced a bill which largely, as he said this 
morning, continued on a standby basis the old Defense Production 
Act, | objected. I never liked that act in the first place. I never 
thought it was going to work adequately. 

I didn’t think we had tied wages to prices. We split rents with one 
agency, and then largely continued the rents down from World War I 
rates, which never did give the landlords the proper break on that. 
We delayed until wages had been advanced and prices had been 
advanced. 

As I pointed out yesterday, while we were monkeying around to get 
things going, wholesale prices advanced 17 percent, raw products 46 
percent, and it wasn’t long before they broke through the ceilings 
fixed, which, in themselves, were 12 percent above the figure in 
August of 1941 where the legislation was first considered. 

But I understood you to say yesterday that we had adequate 
indirect controls, such as taxes and credit controls, and that it wouldn't 
be necessary to freeze the stock market. This bill, as I read it, 5. 1081, 
treezes everything except property, real property, and intangible 
property. I don’t see how you meld: es a freeze on my house. 1] 
might say it was worth $25,000; vou might say it was not worth but 
$15,000. What would you freeze it at? Why go out all over the 
country in relation to farms and try to freeze a farm when there is no 
market established for farms? You might think it was worth one 
thing; I might think it was worth another. Certainly, unless you 
have a lot of surplus money, looking for a hedge, so to spe ak, agamst 
inflation, there isn’t going to be any great inflation in real-estate 
values. 

What is wrong with S. 1081 is that it freezes everything except 
property——— 

Senator MayBank. May I say this 

Senator Roserrson. Let him answer it. 
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Senator Maysank. You say that we delayed. I don’t think the 
committee delayed. We passed the law before the administration 
even asked for it. Mr. Baruch cabled from Paris at that time. 

Senator Roznertson. The Congress didn’t delay. The Congress 
passed the bill. We authorized the President to act immediately and 
act across the board. He didn’t do it. Of course, I don’t mean our 
distinguished former chairman and the members of this committee 
delayed, but I was saying that we, as a Nation, did. 

I want to know why you say the bill isn’t satisfactory. I can 
understand why the bill isn’t satisfactory. It wouldn’t be satisfactory 
to me at all. Even if we could sit down now and draw a far more 
perfect bill, it wouldn’t seem logical to me, when nobody knows when 
world war III may start, it may be 2 years, 4 years, or never come. 
We could sit down now and anticipate all the conditions that may 
exist when a new war starts and write a bill that will fit that condition. 

I agree we should put everything in status quo. What is wrong 
with the bill that we have for that purpose? 

Mr. Barucu. Well, I would like to get the question. 

Senator Ropertson. My question is, you said that you don’t like 
5S. 1081. It is not adequate. I say it freezes everything except 
property, real estate and stocks, intangible property. What is wrong 
with it? 

Mr. Barucu. Freezing the property, you say? 

Senator Ropertson. What is wrong with the bill? It freezes 
across the board, as you said. What is inadequate about that? 

Mr. Barucu. I’m afraid I didn’t catch the question. What is 
wrong with what, sir? 

Senator Ropertson. S. 1081. You said that you didn’t like S. 
1081, that it wasn’t adequate. That is what you told Senator Douglas. 

The Cuarrman. I think what you said was that you thought it was 
all right but you didn’t think it went far enough; isn’t that what 
you said? You said S. 1081 was all right, but it didn’t go far enough. 

Mr. Barucnu. Yes, I am not opposed to an overall ceiling. I have 
always advocated that. But it is not enough in itself. 

The CrarrMan. The question is, How much further do you think 
it ought to go? 

Mr. Barucu. How much further? 

The CuarrMan. Yes. 

Mr. Barucu. I think a freeze without the powers of priority and 
allocation and commandeering is as confusing, probably even more 
confusing than 

The Crarrman. You would like to see S. 1081 cover rationing, 
commandeering, as you call it, priorities, and also, I presume—— 

Mr. Barucu. Also so-called indirect controls of credit. I want a 
law which includes all the necessary controls. 

The CuarrmMan. The purpose of 5. 1081 is that the Congress would 
immediately come into session and do the things you are talking 
about. But your position is they ought to be in S. 1081? 

Mr. Barucu. I am not objecting to the freeze itself or in principle. 
I am only saying the freeze alone isn’t enough. 

Before we get too far away from the subject, let me go back to the 
point raised by Senator Bennett. The law doesn’t stimulate this 
demand of which the Senator spoke. The law is there so action can 
be taken to prevent that. That it would be a perfect prevention, I 
do not say. I do not know of any perfect prevention for anything. 
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Even with the antibiotics, we find after a while the bugs overcome the 
antibiotics. It is the threat of war which balloons the demand, not 
any law. I also want to make it clear I do not object to the freeze. 
But it must be accompanied by all these other things, by both direct 
and indirect controls, if we may call them such, and a lot of other 
things which haven’t been brought into the discussion. 

[ think we ought to stick in this discussion to the issue—do we 
want something on the statute books before the emergency, ready to 
vo into effect in case of war, or not? That is the question | am debat- 
ing. 

If we want to get into something else, if the chairman wishes me 
to, and the gentleman wants to ask the questions—— 

Senator Rorertson. Mr. Baruch, when you talk about these other 
things that Congress ought to do, and especially indirect controls, 
what we antic ipate they will do, didn’t you tell us yesterday that one 
of the major indirect controls would be a tax freeze, and that you 
didn’t know how to frame it in advance, that you had thought about 
it for years—— 

Mr. Barucn. I didn’t say there ought to be a tax freeze. 

Senator Ropertson. They asked you if you could freeze taxes at a 
certain level, and you said you didn’t know any way to do it. 

Mr. Barucn. I don’t know any way to fly to the moon, Senator. 

The Cuarrman. I think what you said was that you knew of no 
way of getting through the Congress a standby tax bill to be used in 
case of war. 

Mr. Barucu. I know of no way of getting any tax bill through in a 
hurry. 

Senator Dovetas. I want to ask a question on just that point, 
because I think an adequate tax program in war is far more important 
than direct controls. But the difficulty, as you say, is in getting an 
adequate bill through in time. 

If there are delays in getting an adequate tax bill through, may not 
direct controls at least del: ay the increase in prices and, hence, diminish 
the cost of war to the Government? 

Mr. Barucu. The idea of the overall ceiling is to hold prices stable 
until your higher taxes come in. The tax bite is as important as any- 
thing. That indirect control, so-called, is as direct and as severe a 
control as you can put in. 

Senator Busn. Mr. Baruch, it would have to be done with some 
delay. You certainly would not delay the invocation of the indirect 
controls M 

Mr. Barucn. I would put on any controls you can get. Take your 
money and credit controls; you can put those in right away. You 
have your Federal Reserve powers. You can do that. 

Senator Busu. Do you think it would be advisable then to recreate, 
for instance, in the Federal Reserve Board the authority to use regu- 
lation X and regulation W immediately the President had invoked his 
authority to freeze prices, wages, and so forth? 

Mr. Barvucn. You mean to stop speculation? 

Senator Busn. Those particular regulations would control consumer 
credit. They would give the Federal Reserve Board the right to 
shorten or to eliminate consumer credit, if you will, (@) on housing 
and (6) on any other kind of goods. 

Mr. Barucu. Your question is, as I understand it, about putting 
into effect credit controls. That would depend on exactly the situa- 
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tion that business would find itself in. I think you could put in those 
controls, but 1 would leave it to the wisdom of the Treasury and the 
Federal Reserve Board. 

Senator Busy. But the standby authority for them 

Mr. Barucu. If I were the headman, the head of the mobilizing 
agency, | would ask those men to go along and put in such controls as 
would reinforce the overall ceiling. 

Senator Busu. My point is, though, they should have the authority 
to meet this emergency. Then they would use their discretion. 

Mr. Barucnu. Don’t they have that authority now? I think th 
Federal Reserve has that authority now. 

The Cuarrman. No. The Federal Reserve has no authority to 
control consumer credit. 

Mr. Barucu. They can put up the interest rates. 

The Cuatrman. They have no authority to set the down payment 
or the monthly payments. 

Mr. Barvucu. I’m sorry | didn’t realize you were talking about 
that. Yes; it ought to be part of the standby controls. 

Senator Busy. That is why I wanted to make that point. 

Mr. Barucn. Yes, sir. I think it is a point well made. 

The CuarrMan. Senator Payne. 

Senator Payne. I have no questions. I am interested in this 
discussion. 

Senator Leaman. I just want to say that I am completely and 
vigorously in agreement with the recommendations made by Mr. 
Baruch. 

I think where we have gone wrong in this discussion is in confusing 
the question of peacetime controls with the effect and the necessity 
of wartime controls or controls that are invoked in time of great 
emergency. 

The chairman stated yesterday that he was deeply concerned that 
the public generally, notably businessmen, are opposed to the imposi- 
tion even to standby and emergency controls. He asked Mr. Baruch 
for advice as to how to overcome that. I should very much like to 
have Mr. Baruch’s judgment on that, but I want to say that I think a 
great part of the difficulty in selling emergency or wartime controls 
to the public is because of the confusion in the minds of the public 
and their ignorance of the urgency and the danger of this situation. 

I feel as you do, Mr. Baruch, that there is urgency and, under 
certain eventualities which I do not rule out for a minute, grave 
danger in the situation unless we have the standby controls. 

1 am very much concerned that the public is not being given the 
facts of this situation. They are ignorant of the facts so far as they 
relate to the danger and the urgency at a time when I think we ought 
to be talking about increased appropriations for military defense, 
for civil defense, in which we have done virtually nothing, for military 
and economic aid to our allies. 

Statements are made in high quarters that our defense appropria- 
tions are likely to be reduced and, in my opinion, to the great jeopardy 
of our country. And at a time when we haven’t the slightest idea 
of what our defense needs are going to be, they are talking about 
cutting taxes. It just doesn’t make sense to me. I think the sooner 
the public is told the facts and the inherent dangers of this situation, 
the sooner they will understand it and be in favor of it rather than in 
Opposition. 
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Mr. Barucn. Senator, I agree with you completely that security 
must come first. Without that, nothing is of any value. 

Senator Frear. Mr. Baruch, I believe you have made the statement 
that you think S. 1081 

Mr. Barvucu. Are you going to recall all of my dark past, Senator? 

Senator Frear. No; | think your past is very bright and I think 
your future will be very bright. I believe you said you thought 
S. 1081, or the bill that we are speaking of here today, did not go far 
enough, that you thought it should have the commandeering aspect 
to it, which would ecommandeer property, services, | assume, and 
products. Would you also propose that the bill include the com- 
mandeering of money? 

Mr. Barucu. Of what? I didn’t hear you. 

Senator Frear. Of money. 

Mr. Barvucu. I have always opposed the Government conscripting 
money or labor. If you can tell for what purposes money, materials, 
and manpower can be used and what should be paid for their services, 
I cannot see any use of going beyond that. 

You know that during World War II there was a very determined 
effort to take over and conscript labor. There wasn’t anybody around 
the President, other than the great labor leaders, who opposed that, 
except myself. I thought it was morally wrong to compel a man to 
work for somebody else who was making a profit out of his labor. 

The President was convinced after a while—although everybody 
around him kept pushing—that it would be unwise to attempt it. 

I think, as I told Senator Douglas, in the hearings after the Korean 
war broke out that I wanted higher taxes. As | said, as high as a cat’s 
back. We never have put taxes up high enough. If vou tax people 
high enough, you will find that is a great leveling and priority force 
You don’t have to take over money or labor. ‘There is no necessity 
for it. Mr. Roosevelt went along with that idea. 

I have zone over this, over and over again. When you can say 
what the money rates are and where your resources should be used, I 
don’t see the need of taking over money. The same thing is true with 
manpower. 1 am against conscripting labor. 

Furthermore, I don’t see any point of taking over a factory and 
having the Government run it unless you perforce have to show the 
owners of the railroads, or whatever it may be, that it can be done 
Those are only temporary things. 

Senator Frear. You do believe in commandeering property, if it is 
for the security of the country? 

Mr. Barucu. Yes, sir. 

Senator Frear. You also believe in the draft, I am sure? 

Mr. Barucna. Yes, sir. 

Senator Frear. But you do not believe in conscription of labor? 

Mr. Barucu. Ido not. I don’t believe it will work. 

Senator Frear. Nor a conscription of money 

Mr. Barucu. You get just the same effect if your other controls 
are used properly. The directing influence says what a man can use 
his money for and what he cannot do. 

Senator Frear. You have also stated, I believe, that our tax rate 
is running behind the emergency by 18 months, or thereabouts, is 
that mght? 

Mr. Barucu. Taxes act on money pretty well. 
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Senator Maysank. The taxes conscript the money? 
Mr. Barucu. The taxes conscript the money and—— 

Senator Frear. I fail to see how taxes can conscript money, 
because you are only paying taxes on a basis of the fiscal or calendar 
year. 

Mr. Barucu. I don’t see why you should differentiate between 
money and the other things. 

Senator Frear. That is what I am trying to get at. 

Mr. Barvucu. I would use the same mobilization powers in relation 
to money as I would in relation to anything else. 

Senator Frear. In a complete mobilization you would not object 
to mobilizing an individual’s or a corporation’s money? 

Mr. Barucu. I wouldn’t let them use the money for any purpose 
that interfered with the direction of our resources to winning the war. 
That policy would be laid down and I wouldn’t let them break it no 
matter how big they were. 

Senator Frear. For security, you would go along with conscripting 
money? 

Mr. Barucu. Conscription is entirely different from directing it. 

Senator Frear. If you take it away from a man, I don’t know 
which it is. 

Mr. Barucn. We don’t quite take it away from him. We tell him 
what-he can do with it. We tell a man that you cannot use any 
individual effort that is contrary to the direction of our resources to 
the winning of the war. 

Senator Frear. Just let me give you a concrete example, please. 
I will not take too much time. Suppose an individual has $10 million 
in a savings account, either a time deposit or a demand deposit, and 
it is lying there. The bank gets the use of it. You are not directing 
the bank how they can employ that. You may say that a certain 

ercentage has to be in Government bonds, but otherwise you are 
fatting the bank do what it pleases with the deposit of the man. 

Would you say the Government could have the right under this 
bill, or we should propose it in this bill, to direct the bank as to what 
to do with that if the individual doesn’t, or if you don’t want to take 
it from the individual? 

Mr. Barucu. Let me show you what I would do and what we did 
do in World War I. We had what we called a Capital Issues Com- 
mittee under the Treasury, and all the bankers and everyone agreed 
they would not permit or try to sell any securities or invest any money 
that the Capital Issues Committee did not agree to. 

The Treasury Capital Issues Committee would not agree to any- 
thing until they came to the War Industries Board to ascertain the 
material and labor that was going to be bought with that money, 
that it was going to be used in the winning of the war. 

Senator Frear. Was that a voluntary agreement? 

Mr. Barucn. They were voluntary, in a way. They all agreed 
they wouldn’t do it. 

Senator Frear. It was a voluntary agreement? 

Mr. Barucn. It was a little more than that. 

Senator Frear. But it worked? 

Mr. Barucn. Because nobody could take those materials that were 
short. They could not get those materials without the approval of 
the War Industries Board. 
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Senator Frear. It did have its effect and it did work? 

Mr. Barucu. Yes. I advocated the same thing, in World War 
Two but they didn’t try it. 

Senator Frear. You still would advocate it, then? 

Mr. Barucn. Yes, sir. 

Senator Frear. I think that answers my question. 

Senator Payne. Mr. Baruch, would you be willing, as a result of 
the feeling that you have, for instance, on 5. 1081, which was men- 
tioned, I believe, by Senator Maybank, to give your good thoughts in 
writing as to the specific provision that you feel ought to be placed i in 
such a measure to give the overall effect that you have stated in the 
very fine explanation you have given of the needs of this country in 
time of emergency? 

Mr. Barucn. You would like me to write the bill? 

Senator Payne. I certainly—— 

Mr. Barucn. I can do it. 

Senator Payne. I would certainly enjoy, for one, receiving in 
writing your specific thoughts as to the type of legislation that you 
de finitely believe in your own mind is for the best interests of this 
country in an emergency. 

Mr. Barucu. I thought I outlined it in general prince iples. I 
think I can sit down and get some good thoughts on it. There is 
one bill we wrote—I say, ‘““We,” actually a lot of us had a hand in 
it. It was done for the National Security Resources Board. I don’t 
know what became of it. I don’t know whether Senator Symington 
over there will tell us what became of it. It was before his time, so 
he didn’t purloin it. 

The CuarrmMan. You will find it still classified. 

Mr. Barvucu. It spelled out all these things in detail. I will be 
glad to try my hand at it. Mine would be much simpler. It is 
something the lawyers ought to do. Mine would depend more on 
doing the thing that was proper and necessary and wise to get the 
cooperation of ‘people rather than to have to force them into a situa- 
tion where you neglect the human equation, which I think has been 
fre quently neglecte od. 

The Cuarrman. I would like to take note of the fact that Senator 
Gore is present. We are delighted to have you, Senator. 

Senator MaysBanx. The success of whatever decision we make here 
is dependent upon public support. As Mr. Baruch has testified, 
and as you have said, there seems to be one trouble, the public doesn’t 
understand what the bill proposes. 

On the one hand, there have been some questions raised here about 
the expenditures of the military forces. A lot of questions have been 
discussed. I know how Mr. Baruch feels. I saw his comments 
about secrecy in the paper the other day. I would like to ask him to 
comment upon that, if he would do so, namely, that too many secret 
meetings are held around here. 

Mr. Barucu. What was your question again? 

Senator MayBaNnk. You said the other day, when Senator Capehart 
and I sent you a telegram about appearing here, that the public was 
not informed thoroughly because of the large number of so-called 
secret or executive meetings. 

As I understood you, you said you thought where a military secret 
was at stake there should be a secret session, but that you thought 
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the public lacked the opportunity of obtaining a lot of knowledge 
because of so many executive sessions that were not 

Mr. Barucu. | get your point. 

Senator MayBank. Would you put that on the record? 

Mr. Barucn. I get your point. I would not have raised it myself; 
I am glad you raised it. 

Senator Maynank. Of course, we can raise questions of each other. 

Mr. Barucu. There is too much of this talk about great secrets 
and of calculated risks, and military secrets, which we must keep 
away from the public. 

If | were talking to people on my own level, I would say that was a 
lot of hokum. The only people that don’t know what is going on are 
the American people. Anybody who is interested in what we are doing 
in military circles, in matters of atomic energy, can find out. The 
foreign agents know that better than our own people know it. 

They went to the very heart and center of the atomic bomb before 
I even knew they were making a bomb. I didn’t know anything 
about it. But when I had the honor of being the American representa- 
tive, | no sooner got in than I got telephone messages saying, ‘“‘Mr. 
Baruch, shall I give the Soviets these special things?” They were 
special things that were made for only one purpose, and that is the 
making of fissionable material. They had all the dope. They were 
ordering it from the manufacturers, and they had been ordering it 
for 6 months. In other words, the secrets were well known. 

Tell the American people what is going on. 

Senator MayBank. You can trust the American people all the way 
through if they know the facts? 

Mr. Barucn. Yes, sir. I wouldn’t tell them the plans for the future 


in a military way. But one day they play it down and say, “This is 
going to be very fine. Peace is around the corner. Somebody is a 
nice man.’’ The next day we have our planes shot down. The Amer- 


ican people are not children. They have gone through a good many 
different sufferings and are wiser than you think. I won’t say, ‘Wiser 
than you think,’ but wiser than many of us thnk. Sometimes we 
find that out in elections. 

The vast majority of the American people know what is going on. 
You can’t fool them very much. I know there is no desire to do it, 
But even to tell them like children, ‘‘You mustn’t know these things.” 
Tell them what they have todo. They have to fight, to die, to suffer, 
and they have to pay. Tell them all the facts. 

Certainly, if I had anything to do with it, I would not permit any- 
body to come in executive session tome. You know how it is, Senator. 
The next day you see it in the newspaper. 

Senator Maysank. And a lot of times you see it incorrectly. 

Mr. Barucu. I don’t want to be supercritical. 

Senator Leaman. I wonder if you will agree with me—— 

Mr. Barucu. I agree with you in a good many things. 

Senator Leman. As I have said many times, the American people 
are confused and have no real idea what the issue is on this standby 
legislation. 

They don’t know the urgency. They don’t know the danger, the 
threat to our security that would be involved if we didn’t prepare 
for what we hope will never happen. 
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I thmk your appearance here, and your testimony, is going to go 

. long way to clarify the thinking of the American people. 

Mr. Barvcn. You know, I think if you put your bill forward, or a 
kind of bill that I hope you will put forward, you will find greater 
support for it than you think. 

Senator BENNETT. May | just make one observation: The American 
people, in my opinion, are so delighted to get rid of price controls 
that there is absolutely no public support for this bill. 

I have yet to receive a single letter urging me to change my position 
and vote for the bill. For 3 or 4 weeks, in regard to my position and 
that of two other of my colleagues here, that has been made infinitely 
clear to me. 

Now, you say you can trust the American people. I trust the 
American people. I trust their present attitude, which is that they 
have had enough controls and they don’t want anymore. I think 
any attempt to persuade them to change their position will require 

1 kind of seare, fear psychology, that I believe the American people 
will no longer accept. After all, as you have said, there has been an 
election. 

Mr. Barucn. We are not talking about price controls. We are 
talking about mobilization. We are talking about doing the right 
thing. This is not a popularity contest. 

Nothing that you do to prevent war or to win a war is popular. 
This is a question of whether in the direction and intelligence and 
viewpoint of, let us say you gentlemen, who have the responsibility, 
this will be done. I have only the responsibility of telling you what 
my experiences are. Your responsibility is doing the right thing, 
not what the people like or want; but what is necessary to save this 
country. 

We are not talking about just price control. 

Senator Bennett. The only thing before this committee is a bill 
to put standby controls, wage controls, and rent controls on the 
books. It has nothing to do with mobilization. You have come 
before us and presented a point of view that would expand the func- 
tion of this legislation practically to encompass all of the problems 
of life in times of war. But the only bill before this committee has 
reference to price, wage, and rent controls. 

It is my experience that the American people have had enough of 
them and they are not interested at all in our program to reimpose 
them on a standby basis. 

Mr. Barucn. They have had enough of war, too, Senator, but 
they ms Ly have it, anyway. 

The CuarrMan. May I say this: There isn’t any question but what 
Senator Bennett is 100-percent correct, that the people do not want 
controls in peacetime, when they are not needed. ‘That is not what 
we are talking about; that is not what we are trying to do. 

We are only talking about, we are only interested in, controls in case 
we get into a big emergency or a big war. The reason why the people 
do not understand this proposition, as far as I am personally con- 
cerned—perhaps I am to blame, but I have not been able to make it 
clear as to what we are trying to do. We have had too many wit- 
nesses and too many people trying to confuse the issue. They say 
what we are trying to do is continue controls in peacetime, continue 
controls when they do not work, rather than that we are preparing 
controls to use in a big emergency. 
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If anybody wants to take that position, he has a perfect right to do 
so, that if this Nation gets into a big war and we are bombed, and 
under those circumstances we do not need any economic mobilization 
or controls, then he has a perfect right to do so. And as far as I am 
concerned, he can live with his conscience. But 1 do not like this 
idea of confusing the issue. You either feel we ought to have controls 
in time of a big war, or you don’t. 

Mr. Barucu. Right, sir 

The CuatrMan. If you don’t think we need them in time of a big 
war, then we do not need this legislation. We do not need to be con- 
sidering this subject. If we do need them, and feel if we have a big 
war, which takes, say, 50 percent of our national products, as we were 
doing in 1944 during World War II, then, of course, I think we would 
have to come to the conclusion that it is wise to prepare for it in 
advance. 

That is all we are endeavoring to do. We are not endeavoring to 
continue controls at the moment. We are not endeavoring to con- 
tinue controls in peacetime. We do not want controls, except in the 
case of dire emergency. 

Under those circumstances I know we will have them. I know we 
need them. Unless we can get the people aroused, unless we can get 
people interested, and this Congress interested in it, we will have 
nothing to deal with economic controls if and when this war, which 
we hope will never happen, but which everybody is talking about, 
that we are preparing for in every respect, comes. 

I have had men come in to me and say, “‘ What are you trying to 
do—continue controls? When I sit down and say, “No, that is not 
what we are trying to do. We are trying to prepare and know what 
we are going to do if we get into a big war,” they say, “Of course, we 
should do that. I thought you were trying to continue controls at 
the moment.’ But once they understand what we are trying to do, 
I haven’t found anybody who has disagreed, except a very, very few, 
a minority, who have been witnesses before this committee. 

Mr. Barucu. What you are saying is saying it better than what I 
have tried to say. 

I think you have raised the essential point, if war comes do we want 
to be ready or do we try to get ready after that? 

The CuarrMan. We are getting to the point where some of these 
days the Senate is going to vote on the subject of whether they are 
more inte rested in wartime of saying to the President of the United 
States, ‘You can take all the boys in America and send them to war 
but you dare not touch any prices or allocate any material or do any- 
thing on material things.”’ I am getting to that point. 

I have been very patient up to this time. I am getting to the point 
where we are going to have a showdown as to whether we are more 
interested in the time of a big war in permitting people to profiteer and 
sell anything they want to at any price they want to sell it, and at the 
same time take 10, 15, or 20 million American boys and put them into 
battle. 

My patience is getting a little exhausted purely becauge of the 
misrepresentation of what we are trying to do. Let’s have g show- 
down. Let’s put the fellows on the Tight- hand side, or the Jeft-hand 
side, that are more interested in prices and profiteering in time of war 
than they are in the manpower and young men of America, 
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I am willing to stand up and be counted. I am sick and tired of 
having this issue before me, having people accuse me of trying to 
foster controls when they are not needed in peacetime, when we are 
talking about an entirely different proposition. I am getting at the 
end of my patience on that. 

Mr. Barucu. To that, Senator, I say, Amen. 

Senator Bennert. As the single voice of the other point of view, and 

apparently the one to whom some of the chairman’s remarks are aimed, 
I would like to make this point perfectly clea I don’t think I have 
been confusing the mae. A statement that 7 made a few minutes ago 
I would like to repeat. There is no public support, as far as I can 
find it, for the writing ‘of a bill now in peacetime to set up standby 
controls to be effective in time of war. 

In my discussion with Mr. Baruch yesterday, I indicated I think 
that when war comes this problem can be handled. 1 don’t think it 
is fair to say of those of us who believe that it is improper now to 
attempt to write a bill which is to be applied under unknown cireum- 
stances that we are in favor of profiteering or any of these other very 
unpleasant situations. 

I don’t agree with the chairman when he says that it is obvious that 
we should prepare now. Everybody agrees that we should prepare 
now for situations in time of war. I think that is the confusion. 

To me the issue is very simple. Should we be attempting now to 
write legislation which may be applied under circumstances which we 
-annot foresee to meet conditions we cannot anticipate? My point, 
and I am sure the point of the other men who share it with me, is that 
that type of legislation is wrong. We are not conce rned, and we are 
not trying to suggest that the chairman is in favor of continuing the 
present pric e-control law, but it is just the difference in point of view 
as to how the emergency should be met. 

Mr. Baruch has one point of view; the chairman has another; I 
have a different point of view. I don’t think this is any question of 
a showdown. It is a question of an attempt to decide the best way 
to meet a situation. 

Senator Busnu. May I comment, Mr. Chairman, on the distin- 
guished Senator’s remarks? I have tremendous respect for the in- 
tegrity of his views about this whole matter, but he emphasizes and 
has said several times that there is no public support for this legisla- 
tion. I should like to emphasize also that there is no public opposition 
to it, and there has never been any particular public opposition. We 
have had representatives of the public here representing both sides of 
this argument. There were views expressed on both sides of it. But 
the trouble is, so far as the public is concerned, and I wonder if this 
hasn’t been your experience over these past few decades, they are not 
apt to be so much interested in the future as they are in the present, 
and they are not so much interested in legislation of this kind as they 
are in legislation that will affect them immediately. 

Mr. Barucn. I believe that the public is more favorable to this 
than my friend indicates. 

Senator, I would like to say this. I hope I don’t say this in an 
offensive manner. The people did not vote this new administration 
in because they wanted our problems left alone. They voted for 
courageous leadership. That is what they want. 
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Senator Payne. Mr. Baruch, a great deal has been said about the 
psychological effect that would come over the people if standby 
controls or freeze legislation of this type was adopted. 

That to me is a little false because isn’t it true that there is a 
psychological thinking on the part of our people wondering what is 
going to happen next, until we can ever arrive at a point where we 
get permanent peace in this world? 

Mr. Barvucnu. Quite right. It is the fear of war that hangs over 
us. 

Senator Payne. Isn’t it true that the situation that many refer 
to back in World War I and World War II, and even the Korean 
situation at present, deals with the conflict that has taken place 
outside of the bounds of this Nation. Aren’t we in a position, due to 
the present age that we are living in, this atomic age, when it is recog- 
nized that an aggressor nation does have the bombs with which to 
drop on this Nation, or any nation of their choice, that they do have 
the planes to carry those bombs; that America does not have a radar 
system capable of detecting the approach of those bombers in adequate 
time to serve notice upon our people; that such an attack could happen 
and happen very fast upon this very Nation itself? 

Don’t you think because of that fact we are not dealing with 
situations that have been in effect in past years? That we are 
dealing with a situation that might develop here because of an extreme 
type of an aggressor who might suddenly decide that he has watched 
world wars take place before and he has seen the productive might 
of America, its ability to mobilize its manpower, to perfect and develop 
the items that are necessary to carry by water and by air to those 
distant nations and stop an aggressor. That this time they won’t 
make the same mistake but they will carry the battle forward and 
stop the production at its source and try to end it there? 

Mr. Barvucn. That is the overall mobilization on the books ready 
to go. 

Senator Payne. So we should prepare now and not be caught 
waiting for the time that we hope never would come, but might come? 

Mr. Barucu. That is right. 

The CHarrMan. Are there any other questions, gentlemen? If not, 
Mr. Baruch, we thank you very much. 

Mr. Barucu. It has been a great pleasure. 

The CHarrMan. Our next witness is Congressman Multer. You 
may proceed in your own way. 


STATEMENT OF ABRAHAM J. MULTER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW YORK 


Mr. Muurer. I appreciate the opportunity you have afforded me to 
attend, this hearing and state my views on this very important legis- 
lation you are now considering. 

I am also authorized to tell you that I am speaking for 21 of my col- 
leagues in the House who have cosponsored H. R. 3184, the principle 
of which is identical with that of the principle of your bill, S. 1081. 

Rather than take the time to read the names of my colleagues, I will 
furnish the names to the reporter. 
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The CHatrMan. Without objection, the names will be inserted in 
the record at this point. 
(The names referred to are as follows:) 


Hugh J. Addonizio, New Jersey Edna F. Kelly, New York 

Richard Bolling, Missouri Eugene J. Keogh, New York 

Vera Buchanan, Pennsylvania Arthur G. Klein, New York 

Charles A. Buckley, New York Eugene J. McCarthy, Minnesota 
Emanuel Celler, New York George D. O’Brien, Michigan 

Isidore Dolligner, New York Barratt O'Hara, Illinois 

Sidney A. Fine, New York Adam C. Powell, Jr., New York 
William J. Green, Jr., Pennsylvania John J. Rooney, New York 

Louis B. Heller, New York Franklin D. Roosevelt, Jr., New ‘York 


Lester Holtzman, New York 
Charles R. Howell, New Jersey 

Mr. Mutrer. There isa full and complete explanation of H. R. 3184 
in the Congressional Record of February 18, and my statement of that 
date with reference to the bill. Therefore, I will not take the time 
now to burden you with those details. 

I know you have conducted exhaustive hearings on the subject and 
you are thoroughly familiar with the background, the need and the 
reasons for the bill. May I very briefly summarize the purposes, as 
I see them, of 8. 1081 and those of H. R. 3184. Incidentally, I might 
say that I know there are other Members of the House who have 
introduced bills of similar purport. 

The purpose of these bills is to vest in the President the standby 
power to freeze prices, wages, and rents in the event the international 
situation should worsen, and the country is subjected to a sharp rise 
in prices, such as occurred immediately after the commencement of 
the Korean conflict. Upon the finding of the President that there is 
an immediate threat to the economic stability or security of the 
Nation, he may immediately invoke the power granted by the bill. 

In other words, as has been so forcefully stated here today, this is 
not intended to do anything now. It is a preparatory measure so we 
will be ready in the event the occurrence takes place. 

I might indicate there is some slight difference in language between 
S. 1081 and H. R. 3184, which the members of this committee may 
want to consider. I think it is the purpose of the bill, if it is enacted, 
to cover prices, rents, wages and have it apply to everything across the 
board at the time it is invoked. 

[ think you will find the language used in 5. 1081 is not quite 
sufficient to do that, because in S. 1081 you use the words, ‘materials 
and services,”’ rather than the broader terms, ‘“‘commodities, properties 
and services.” You might consider that in executive session to 
determine. whether or not you should use the broader language 
rather than the more limited language. 

I might also indicate that in 5S. 1081 the freeze date is the day 
before the proclamation, while in H. R. 3184 we give the President 
the choice of any date within 30 days prior to that. I think the more 
flexible provision is the better. 

In H. R. 3184, there is no provision for adjustments, while in 5. 108] 
there is provision for adjustment. I think in this 90-day freeze 
period, whatever the time is, that the President proclaims, everything 
should be kept in status quo—— 

Senator MayBank. You don’t mind being interrupted? I was 
thinking very much along the lines you are thinking. What about 
perishable commodities and things of that kind that might be caught? 


Samuel W. Yorty, California 
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I am t sinking especially of citrus crops in Florida. You might hit it 
when everything is glutted on the market and 30 days will change it 
in a given locality. Think of that. 

Mr. Muurer. As to perishables, my principle may. be wrong and 
yours right. [ am not sure. But as you present the problem to me, 
as to perishables, you either dispose of them the day they get to 
market or within 2 or 3 days, or they may not be able to be disposed of 

Senator MayBank. Then they are in the glutted market and stay 
there 30 days; in the meantime, you could have a frost and freeze; 

Mr. Muurer. You have a very ticklish situation there which has to 
be dealt with carefully. 

While we all realize the necessity of an across-the-board freeze so 
everybody will be kept on the same footing, at the same time we don’t 
want to put anybody out of business or destroy anybody’s business. 

Senator Maypank. Or punished by an act of God, which is what 
it would be. 

Mr. Mutter. That is quite right. To pass to another subject, I 
might comment, because it fits directly in line with the question raised 
by Mr. Baruch as to commandeering, we must remember that com- 
mandeering is an act of government to protect itself. We are not 
dealing with that at the moment here. We are dealing with trade, 
what people are going to be doing between themselves, selling back 
and forth. We are not talking about the Government going in to 
take what it needs to maintain its security. 

I might also offer the comment that section 806, which is found in 
the three bills, in my opinion is a necessary provision. You can’t 
under our system of government, even in a freeze, say that a man must 
sell his product. I think that matter has had a good bit of attention 
from the best constitutional lawyers in the country, and they agree 
that such a provision must be in the bill or you will very likely defeat 
our purpose and invalidate the entire act. 

I might also indicate in 8. 1081 you have either intentionally or 
purposely omitted any reference to real property, while that is in 
H. R. 3184. : think you will find, if you refer to the past history of 
rent control, it is necessary you control the price, at least in the im- 
mediate “elle of the disposition of real property, because one of the 
devices that was resorted to in the early days of rent control was to go 
through the scheme of a sale. So that instead of it being rented, they 
charged what they pleased by an installment method of sale. 

The Cuarrman. If you will yield for a moment, you are talking 
about many things that would rightfully belong in any bill that was 
going to have any duration. The duration should never be longer 
than the necessity or the war. But S. 1081 is intended strictly as a 
freeze bill, so that you could hold the status quo while the Congress 
was writing the necessary legislation. Much of it included what 
Congress would consider during that 90-day period, many of the 
points you are bringing up. So I think we have a question as to 
whether it is better to have just a freeze bill so that you freeze it and 
then have the Congress proceed to write up the legislation, or whether 
it is better, as many recommend, such as Mr. Baruch does, that you 
write much of the legislation and many of the rules and regulations 
in advance. Of course, that is one of the big subjects of controversy 
here. 
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There is no doubt but your points would have to be taken up by 
the Congress in case we did get into a big emergency, and S. 1081 was 
a law and the President actually froze it. Then you would have to 
get into many of the things you are talking about. But the question 
is whether the Congress is in a frame of mind at the moment to go any 
further than just what might be termed a simple freeze in case of a 
big emergency. Many are against even a simple freeze. Others, of 
course, would like to prepare the necessary laws or rules or regulations 
of what we are going todo. Of course, unfortunately, we don’t have, 
very much time, as you know, because this law expires on April 30, 
which is about 5 weeks away. 

Your points are certainly points that ought to be considered, 

Mr. Mutrer. I am making these suggestions because if they have 
been overlooked I know the committee would want to consider them. 
If we are talking about an across-the-board freeze authority, it should 
permit the President to say, “Let’s hold the line now exactly where 
it is,’ and I think we would want him to do it right across the board. 

The CuarrMANn. At the moment I am pretty much convinced that 
S. 1081 should give the power to the President, even for that short a 
period, while Congress is deciding what they might do, the right to 
ration certain goods. I think maybe that ought to be in S. 1081. At 
least, we have had much testimony to that effect. 

There is also this question, and I would like to know what you 
think of this: Do you think that S. 1081 ought to likewise give the 
President, even during this 90-day period while Congress is deciding 
what it wants to do, if anything, the right to reinstate regulations X 
and W? 

Mr. Mutter. I think it is essential that we give him that power. 

The CuarrmMan. Even in a 90-day freeze? 

Mr. Mutrer. Yes. 

The CuairmMan. To control the downpayments? 

Mr. Muurer. You can’t divorce the two things. 

The CuarrmMan. As to the downpayments and the terms on con- 
sumer goods, you think that might well go into 5. 1081? 

Mr. Mutter. I think it belongs there. We are in trouble if we 
should, during that 90-day period, let credit run away, particularly 
if it is installament credit. Once a man has made his contract to 
run 3 years or 5 years with no down payment or a minimum down 
payment, you can’t cure that situation with any rollback legislation. 
I think it is important that all of these credit controls be exercised 
together with these price and wage controls, if the emergency strikes 
us. Then let’s work it out in the Congress as to how much of it we 
want, what we want to change, what exemptions are required. 

In that connection, incidentally, in H. R. 3184, I have put in a 
provision for the continuance of the joint committee, which is created 
under the Defense Production Act. Rules and regulations are 
primarily a legislative function. Wherever possible we ought not to 
delegate the making of the rules and regulations to the administrative 
branch or the executive branch. While I don’t specify it in so many 
words in my bill, I think it would be well to put in a provision that 
that joint committee be continued and that that joint committee be 
authorized to employ staff, as they do now, who would work out rules 
and regulations which we hope they will never be called upon to use, 
but they can work it out just as you work out a complete mobili- 
zation plan in advance of mobilization. 
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Then, when we are ready to act, during that 90 day period, we will 
have the material correlated for it. We will have the ifs, ands and 
buts as to what regulations are good, bad or indifferent, and how we 
should proceed. I think we can save a tremendous amount of time 
and do a better job. 

Most of the difficulty in the OPA days and most of the difficulty 
under the existing control law was caused by the fact that we have 
had to call upon men to move in quickly. They promulgated 
regulations which to them seemed fair and proper, but they invariably 
overlooked either the consumers’ angle or the manufacturers’ angle 
the jobbers’ angle or the retailers’ angle. The result was that you 
had all the pressure from the different groups and there was constant 
revision. 

If a committee or staff is working these things out in advance, wi 
may be able to get to a fair set of regulations, and without too great 
amount of trouble. We will always have people come in and say 
that controls are all right, but I don’t need them in my business 
Barring that kind of pressure, if we can have this committee set up 
to do this job in advance, even though it is wasted effort and wasted 
money, and not used, then let’s have it, and I think we can save our 
selves a great deal of grief if we must use this law sometime in the 
future. 

That summarizes my position, gentlemen. 

The CHatrMan. Are there any questions? 

Senator Bennert. Just one observation. While Mr. Multer has 
been talking about S. 1081, he would take the real heart out of S. 753 
and put over into 5. 1081, which is the creation of a standby organi- 
zation. He would have the standby organization under a joint com- 
mittee staff, but he would assign to it all the responsibilities that 
would have been assigned by S. 753 of the standby organization setup. 

The CuarrMan. Is that your proposal? 

Mr. Mutter. I would take away from the Executive any standby 
organization, but I would continue a standby legislative staff which 
could work out the rules and regulations that we may have to use. 
They could gather all the information, the pros and cons in the 
meantime. 

Senator Bennerr. You believe a staff of the size that is ordinarily 
available to congressional committees would have the time and the 
ability to write a complete set of regulations for this very complex 
economy of ours and finally work out an equitable arrangement 
among all phases of the economy in the complete absence of an 
understanding of what the circumstances will be when this so-called 
great emergency hits us? 

I don’t believe there is a group of men on earth, including myself, 
certainly, who are smart enough to peer into the future and under- 
stand the economic conditions in time of emergency so they can at 
this time write equitable regulations. I don’t think they can write 
equitable regulations at any time, but I think it is particularly difficult 
and completely impossible to start out without a knowledge of what 
the situation is going to be. 

Mr. Mutter. One comment, Senator, and one reservation. The 
reservation is that no matter what we bring out, whether by law or 
regulation, it is not going to satisfy everybody. 
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We have a tremendous backlog of experience in law and regulation, 
ginning with World War I; that we can draw upon. We must 
draw upon our past experiences as we peer into the future. It will 
not be perfect and may not solve the entire situation, but if we draw 
on that as we try to move ahead, I think we can do the right thing. 

Senator Bennetr. I see Mr. DiSalle back there. 1 know he ts 
enjoying this discussion because he is outside of it. I am one of 
these who believes that both OPA and OPS demonstrated by their 
operation, the simple truth that you can’t control the economy, 
and the so-called backlog of experience is experience in failure rather 
than experience in success. 

Mr. Murer. I am not such a pessimist that, despite the past 
failures, I should think we cannot gain some knowledge from past 
experience and move ahead successfully. 

Senator Bennert. I don’t want to prolong the discussion. 

The Cuarrman. Thank you very much Congressman. We stand 
recessed now until 10 o’clock in the morning, at which time we will 
start hearing the administration witnesses. The first witness will 
be Mr. Flemming and his staff. Mr. Flemming is the Acting Director 
of the Office of Defense Mobilization. Then we will continue as 
long as necessary to hear all of the administration witnesses on the 
different phases of the legislation until we finish, which we hope will 
possibly be Tuesday of next week, at which time we will start writing 
up some sort of legislation or deciding that we don’t want to do it. 

(Whereupon, at 11:45 a. m., the committee recessed, to reconvene 
at 10 a. m. March 25, 1953.) 

The following statements and letters were received for insertion 
in the record: ) 

AMERICAN ASSOCIATION OF ADVERTISING AGENCIES, INC., 
New York 17, March 19, 1958 
Hon. Homer E. CAPEHART, 
Chairman, Committee on Banking and Currency, 
United States Senate, Senate Office Building, Washington, D. C 

Dear Senaror Capenart: We are following with deep interest the provisions 
of bills 8. 753 and S. 1081 to grant standby controls to the President. 

We should like to register our view that bill 5. 1081, apart from its general 
merits, is in need of correction. 

S. 1081 contains no provision to exempt the prices, rentals or rates charged by 
the country’s communication and advertising media. 

The exemption reads as follows in the existing law: “The authority conferred 
bv this title, shall not be exercised with respect to the following: prices, or rentals 
for materials furnished for publication by any press association or feature service, 
books, magazines, motion pictures, periodicals, or newspapers, other than as waste 
or scrap; or rates charged by any person in the business of operating or publishing 
a newspaper, periodical, or magazine, or operating a radio broadcasting or tele- 
vision station, a motion picture or other theater enterprise, or outdoor advertising 
facilities.” 

A similar exemption is contained in bill 8. 753. 

If your committee is giving serious consideration to bill 5. 1081, we believe you 
will want to see that it contains the same exemption for media. This would be 
consistent with the present law; it would be in keeping with the historic policy on 
such controls, a policy which has worked beneficially in the past; and it would 
continue to safeguard the free existence of communication media, so essential to 
the country’s welfare. 

Very sincerely, 
Freperic R. GAMBLE, 
President 
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STATEMENT OF THE AMERICAN CoTrron MANUFACTURERS INSTITUTE, IN¢ 











The American Cotton Manufacturers Institute, Inc., whose membership rep 
sents approximatel RS percent of the Nation’s cotton spindles, after a car 
appraisal of the subject based upon practical experience, is opposed to any typx 
direct standby controls. 


The experiences 























we have had as a result of operating our industry under a pr 
program taught us many lessons, one of which is particula: 
applicable to the subject of standby control authority. 

During the course of the recent price-control program, our industry underw: 

a serious depression which meant layoffs and short time for many thousands of ou: 
employees, and depressed conditions among other thousands who supply and ser 
vice our manufacturing plants. We had demonstrated clearly and beyond a 
question that the power of our production was a complete answer to inflation 
our industry. Our products were selling far under ceiling prices. 

During this period when we needed more than ever the market confidence a 
the stability which comes from normal marketing procedures, we found oursel\ 
faced daily with rumors of new controls, of rollbacks, of new regulations and other 
actions by the price-control agency. The result was a complete distortion a1 
disruption of all normal buying and selling practices in our industry; productior 
was forced down alarmingly; the industrv’s earnings suffered the most sever: 
decline of any American industry; values of our products dropped to depressio 
levels. The economic loss to the Nation which resulted from this tampering wit! 
our marketing procedures was very great—and unnecessary. 

The point which we make here is that it was not the effect of price controls 
which did us such grave damage; rather, it was the constant rumor and uncer- 


tainty involved in the continuing possibility of new actions under the price contro! 
authority. 





and wage-control 











































































































One of the clearest lessons in the history of this and many other countries 
that in a competitive enterprise economy the operation of our price mechanisn 
is so very delicate that any artificial influences, or the threat of such, can set off 


a chain reaction of unanticipated situations and circumstances which works 
havoc with our whole economic process. 




















We believe that the authority for taking such action is too great for any on 
individual, regardless of the confidence that individual may enjoy. We contend 
that such authority should rest in the collective judgment of the men who mak 
up the United States Congress, a bodv which has demonstrated that in an emer 
gency it can act W it h speed, force, and decision. 

Therefore, based upon firm convictions generated by practical experienc: 
we recommend 

(1) That no standby legislation of any sort be enacted; rather, that the Con- 
gress retain for itself the power to impose price and wage controls. 

(2) That all provisions of the present Defense Production Act be allowed t 
expire as scheduled in the act, with one exception—the right of the exscutiv: 
branch of the Government to alloeate for defense purposes those strategic ma- 
terials found in short supply. 

































































AMERICAN NEWSPAPER PUBLISHERS ASSOCIATION, 
Vew York, N. Y., March 12, 1953 
Hon. Homer E. Caprenwart, 

United States Senate, Washington, D. C. 


Dear SENATOR CaApeHART: You are very kind to write me so fully in your 
letter of March 9 about certain provisions in bill 8. 753 and bill S. 1081. By now 
you have received my letter of March 6 pointing out that the exemption from 
price controls for media, as in the present law, does appear in your bill 8S. 753 but 
not in bill S. 1081. 

I have the feeling that the provisions of bill S. 1081 are being pressed rather 
than bill S. 753 and I think this is borne out by the dispatches from Washington 
which quote you as saying that President Eisenhower would be willing to accept 
the standby control provisions as in bill S. 1081. 

It is my thinking that the same exemption ought to be carried in whatever 
bill is passed by the Senate providing for standby controls. It is not sufficient, 
as I see it, to freeze everything for 90 days including the power of the 
President to freeze advertising and circulation rates of all kinds of media as well 
as radio. Such power in the hands of a President is too much because in a period 


of 90 days if he were so disposed he could bring about a situation through control 
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of media that freedom to act would be perilous by the Congress after 90 days. 

Please understand that I am not making any personal comment with respect 
to General Eisenhower as President. I am talking about the Office of President 
of the United States irrespective of who may occupy that place in the future. It 
ie more power over media than any good man should want and than any other 
kind of man should have. 

Therefore, I hope you will insist that any bill reported by the Senate Banking 
and Currency Committee carries the language in the present law or its equivalent 
vhich reads as follows: 

“The authority conferred by this title, shall not be exercised with respect to 
the following: prices or rentals for materials furnished for publication by any 
press association or feature service, books, magazines, motion pictures, periodicals, 
or newspapers, other than as waste or scrap; or rates charged by any person in the 
business of operating or publishing a newspaper, periodical, or magazine, or 
operating a radio broadcasting or television station, a motion picture or other 
theater enterprise, or outdoor advertising facilities.”’ 

Up to now I have not communicated with the various members of the Senate 
Banking and Currency Committee and I would thank you to let me know as to 
whether I should express my views to them individually by letter. I hope very 
much that you will let this statement from me appear in the record of the hearing 
in lieu of my personal appearance as a witness. 

You have always been most kind to consider my views and I thank you very 
much. 

With regards. 

Sincerely yours, 
CRANSTON WILLIAMS, 
General Manager. 


AssociaTED MasTeR BARBERS AND BEAUTICIANS OF AMERICA, 
Chicago 5, Ill., March 9, 1958 
Hon. Homer E. CaPeHART, 
Chairman, Committee on Banking and Currency, 
Senate Office Building, Washington 25, D. C. 


DEAR SENATOR: You will recall my visiting with you in the summer of 1951 
during the time that hearings were being conducted on the bill to extend the 
Defense Production Act. My interest at that time of course was to eliminate the 
price-ceiling regulations which applied to barbers and beauticians. You were 
most kind in supporting the views of barbers and beauticians at that time and 
wrote into the law a specific exemption for barbers and beauticians from price 
ceilings. This exemption appears in section 402 (e) (vii) of the Defense Produc- 
tion Act of 1951 and excludes prices charged and wages paid for services performed 
by barbers and beauticians. 

We are hearing considerable about the possibility of standby controls being 
enacted by the present Congress. We are most hopeful that the Congress will see 
fit to include the exemption for barbers and beauticians in any standby-controls 
law that may be enacted. 

Extending kindest personal regards, I am 

Sincerely yours, 
T. C. MacDurrer, 
General President. 


INDEPENDENT LivesTocK MARKETING ASSOCIATION, 
Columbus 8, Ohio, February 12, 1958. 
Senator HomMER CAPEHART, 
Chairman, Senate Banking Committee, 
Senate Office Building, Washington, D. C. 

Dear SENATOR Capenart: Note proposals and bill introduced by you for 
hearings beginning February 23 to provide for standby controls after April 30, 
1953. 

After careful consideration and much discussion the membership of our associ- 
ation definitely oppose standby controls. We feel the economy of our country 
will be much better as we go into the future months, without the threats and fears 
of contro] imposition being retained as you propose. 

We are unqualifiedly opposed to controls on prices and wages and especially 
so with the management of OPS as employed the past several years. Such 
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controls and t] 


1c human inability to reasonably well administer them gave 
much worse circumstances, as we see it, than had controls not been employ: 
We believe the welfare of all our people much better without any semblancec 
general price and wage controls 


Should it be 











found absolutely essential to have some restrictions of stratevic 










war materials in extremely short supply or otherwise necessitating some protective 
action for procurement, we believe these should be cared for by specially indicating 
and qualifying. Even, if so, then we think a very definite date—not too far ahead 
should be designated for their termination. Then upon study and review, 


found adequate in supply and need, such controls would automatically be dropped 
If some are found necessary to continue, do so for another reasonably short period 

We are opposed to continuance of general control measures. We are opposed 
to continuance of controls on emergency materials except that a definite termina- 
tion date—not too far distant—is established. In any event, we oppose any control 
measure without a date of termination. Historically we are a free-enterprise, 
business-functioning people. No such control or other legislation, without dat 
of expiration appears on our statutes. We sincerely believe this position is sound 

We requést that our views and position on standby controls be made known 
to all members of the Senate Banking Committee. Thanks for consideration of 
our viewpoint on this matter. 

Very truly yours, 
















INDEPENDENT LivesTocK MARKETING 
ASSOCIATION, 
R. Q. Smiru, Secretary. 
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Harper, the Foundation for Economic Education, Inc., Irvington-o: 


Hudson N z 















EDITOR’S NOTE 





Dr. F. A. Harper, author of Gaining the Free Market, Inflation, and othe: 
articles and books, is a member of the foundation staff. 
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It was a cold winter’s night, and our child was seriously ill with virus pneumonia 










His temperature had soared to 104%°, and he was fitfully sleepless. What the 
doctor prescribed by telephone happened to be in our medicine cabinet. So, in a 
moment’s time, we were able to apply the treatment. My wife and I were might; 


glad that we had provided a standby supply of medicine. 

Such an experience is common to many of us, I suspect. It has been used to 
illustrate the purpose of standby governmental controls over wages and prices 
including rents—now being proposed to replace active controls when the present 
law expires. What position should one take on this issue? Should it be thought 
of as a standby economic first-aid kit, like the medicine cabinet in one’s home 
ready for quick use in the event of a possible emergency? Or is there a catcl 
somewhere, so that the analogy is not the parallel that it seems? 

Essentially, the question is this: Is the medicine any good for curing the illness? 
If it is, then it should be in the first-aid kit, unless it is too expensive or deteriorates 
too quickly. If, on the other hand, the medicine fails to cure, or even aggravates 
the illness, the expense is foolish and it would be the height of folly to rely upon it 
in an emergency 























So we shall explore the question: Are wage and price controls effective medicine 
for the illness? Does the bottle contain a potent remedy, or is it filled with the 
false potions of quackery? 

A doctor diagnoses illness from his knowledge of a healthy body and how it 
functions. The economic doctors must do likewise. So our first step is to study 
the anatomy of a healthy trading economy 










THE 





ANATOMY OF TRADE 












Ours is a Nation of 158 million persons. like any other giant and complicated 
machine, its operation can best be seen by focusing our attention on its small 
integral, and essential working parts, so that we may clearly observe how they 


relate to one another 
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So let’s start with Jones, a pioneer in the pr 
and grows some crops in his little clearing. 
em for toil or to provide food. 
Then along comes Smith to be Jones’ neigh 
But Jones is the better hunter, and 5S 
low their respective abilities, Jones comes t 
short of corn for his meal. Smith has a goc 
rs. So one cold day in winter, Jones 
ver to see Smith, who is well-fed but shiver 
trade some furs for some corn. 
The two men may higgle and haggle over t 


rms 


ir complex economy. 
surplus, except to keep it himself. But on cl 
an effective bargaining tool against the other 
the advantage of making a trade, as compare 


Each realizes the absurdity of cor 
we may 


a trade. 
the other has for trade. 
ranged between them. 


So 


und just? 

In whose judgment? By what right to s 
judge with some principle by which to judge. 
is the principle involved? 

Would it be fair to make Jones the sole ju 
whatever terms of trade he shall dictate? H 
ill rights to ownership of the 
Jones to confiscate Smith’s property. 


Would it be fair to make Smith the sole ju 
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Joe’s presumed qualifications for judging what price is fair—being disinterested, 
and all that—are precisely the reasons why he is not really qualified at all, He 
is not one iota of right to speak as an owner because he has done nothing to 
produce either the furs or the corn He has no relevant information except what 
ight obtain from Jones and Smith. They alone « know their own wants 

d whether, at each specified price, they should keep what they have produced 


it it than does either Jones or Smith. 


r exc t best, Joe knows less abo 
Bluntly and in simple terms, Joe is unqualified for the job of determining a fair 
and furthermore, it is none of his business. To empower him to throw the 
argain this way or that is to grant hil tne equivalent of ownership of both prod- 
s: and by the test of who has produced them and who owns them under private 
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met. In that sense, neither must lose. If they trade voluntarily, both will be 
better off than before. And the ownership of what is his own gives to each the 
right of veto—the right to decree that there shall be no trade between them. As 
was said above, to violate this right by allowing Joe to force a trade at terms hy 
dictates is to violate the right of ownership. 


DUAL JUDGESHIP 


How, then, is the problem to be resolved? Jones has been disqualified as the 
sole judge. And so has Smith. And so has Joe. Since that excludes all who 
comprise this society, the problem may appear to be insolvable. But it seems 
that way only if one persists in looking for a single judge—some one person 
qualified to make the decision. 

There is the appeal of simplicity, among other things, in having authority 
reside with one person—some Joe—empowered to establish a just price. Through- 
out all history, this practice has been in evidence. In medieval times, for instance, 
kings or lords fixed prices for goods, and thereby supported the traditional thought 
of the time, which presumed a just price according to the powerful church influence 
and the ecclesiastical logic of the time. More recently, various arrangements of 
government have done likewise. But always there has been some Joe occupying 
the seat of authority, like our own heads of OPA and OPS. There has always 
been the urge, in other words, to find some one person who should be empowered, 
as the allwise, to decide the price that would be just. And therein lies the error 
of the search. 

Under the beginning concept that Jones owns his furs and Smith owns his corn 
it is clear that no rights are violated if no trade occurs and each keeps what h« 
has. There is no conflict in that sense. The only sense in which a conflict ca: 
arise is if either Jones or Smith—or some third Joe—presumes ownership of what 
is not his, and acquires a power to dictate the terms of a trade beyond his own 
rights as owner. But so long as the basic right of ownership is preserved, a con- 
templated trade is never a conflict; it is an attempted act of cooperation under 
which both parties, not merely one, stand to benefit. Each has a voice in th 
decision. Since both reserve the right of veto, their voices are equal in a decision 
that must be unanimous or else there is no case in court and no verdict. 

The exchange process involves 2 persons, not just 1. There is no free exchange 
unless and until 2 persons, serving as judges, agree on what the price shall be. 
The only persons who qualify as judges are the owners of the goods to be ex- 
changed. This dual judgeship seems to be an abstraction difficult to contemplat: 
yet it is really quite simple. Is it not strange that men have mastered the intri- 
cate mathematics of modern physics and engineering, and still seem unable, i: 
economic affairs, to conceive of a dual judgeship rather than one authority as th« 
determinant of a price that will be fair and just? 

Yet this same principle of dual judgeship is accepted in a couple’s decision to 
enter matrimony. In the modern Western World, we have raised this matter 
from the level of an act decreed by an outsider, up to the level of a joint and 
voluntary agreement between the two parties involved. What would we think 
of the argument that the only just matrimonial arrangement is one where th: 
selection and terms are arranged by some disinterested party—some Joe 
appointed to his post by a political figure selected by majority vote? Here again, 
where willing cooperation rather than conflict is the objective, the fact that he is 
disinterested—and that it is none of his business, anyhow—totally disqualifies 
him in the prescribing of justice. Letting the participants in the matrimonial 
contract serve jointly as judges in the matter, with unanimous agreement requisite 
to a decision, is accepted as justice. That is also the way justice is decreed in the 
free market. 

THE 158 MILLION TRADERS 


In our 1953 economy, there are some 158 million Joneses and Smiths. The 
ebb and flow of their trade and exchange is too complex for any human mind to 
fully grasp. What is a just price for shoes or wheat or a day’s work in this 
economy? 

There is no one just price for all shoes sold today. Justice, as already analyzed, 
rests on freedom of exchange for each pair of shoes, between the store which offers 
it for sale and the consumer who considers buying it. So the only way to have 
justice in the price for shoes today is to have free trade and free terms of exchange 
for each and every separate deal. Justice in prices, then, precludes any legal or 
authoritative decree of price for any trade of anything. 
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Justice on a large scale cannot be composed of subsidiary injustices. Justice 
in the aggregate comes only from justice in each of its parts—free and voluntary 
terms of exchange for each buyer and seller. That demands the preservation of 
private property rights, above all else. Justice resides in the right to keep what 
‘s one’s own, if all buying offers are unsatisfactory; in the right of every offerer 
and bidder to resist coercion—even by the Government, the presumed agency of 
legal justice. Once the search for justice ceases to focus on individual buyers 
and sellers and scans the national price of wheat or hourly wage, the hound is off 
the trail. In a free economy where personal rights are preserved, there is_no 
national price of anything; there are innumerable prices, trade by trade. 

When prices are freely arranged between each buyer and seller, an overall con- 
dition develops which is one of almost miraculous balance. Both surpluses and 
shortages disappear. Peace appears where otherwise there would be chaos and 
conflict. ‘Who shall have what?” is resolved in the only way possible if a person’s 
time is to remain his own; if what he has produced is to remain his; if he may give 
his property to whom he wishes, or trade it on whatever terms are satisfactory 
to both him and the buyer. 

The manner in which this balance occurs is revealed by the chart, It com- 
bines two simple economic facts: 

1. Consumers will buy less of a thing at a high price than at a low price. 
2. Producers will produce more of a thing in anticipation of a high price 
than of a low price 

Another economic fact, not shown in the chart, is important in interpreting it: 
For a society as a whole, the consumers are the producers, and the producers 
are the consumers. This fact, coupled with the simple truth that we cannot 
consume what is not produced, necessitates a balance between consumption and 
production. As the chart shows, a balance in this instance is found at the free 
price (at 30 cents), where neither surplus nor shortage exists. The free price 
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also generates a maximum amount of trading; and the terms of trade will have 
been accepted by every seller and every buyer as benefiting himself—as evidenced 
by their having traded willingly. The only just price is the free price. 
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ECONOMIC ILLNESS 


Against this background of the anatomy of a sound economic body, we may 
now proceed with its pathology What is the economic illness for which the 
standby controls are intended? What are the symptoms that will signal a rush 
to the economic medicine cabinet for the presumed remedy? 

“Tt will be when wages and prices soar due to war or inflation or some other 
serious disruption; when some emergency causes acute shortages of certain things.” 
These, in the minds of those who favor standby controls, are the symptoms of 
the illness 

Appearing before Congress, a former defense mobilizer said: “I am always 
delighted to see a return to the free market, but I must be sure that circumstances 
permit it.”’ 

The same view has been expressed recently in a release from the Chamber of 
Commerce of the United States, in saying: “In case of a serious new national 
emergency, a price and wage freeze would be the most effective way of dealing 
with the situation, as we learned in both the World War II and _ post-Korean 
pe riods.”’ 

Such persons believe that the free market with free exchange is a pleasant 
luxury—a lovely thing to be enjoyed only in those happy times when the economy, 
is sailing over untroubled waters. At all other times, the Government should 
prohibit the citizens from such wasteful indulgence, and should dictate prices and 
wages under the control of administrative law Freedom of exchange, by this 
reasoning, should be considered a pleasant pastime—a privilege granted to us 
and bestowed upon us by the Government only when officials of Government 
consider that the circumstances warrant it 


WEAKNESS IN EMERGENCIES 


ly implied in the defense mobilizer’s statement, those who favor 
standby controls for emergencies look upon controlled prices as strength and upon 


free prices as weakness. Why, otherwise, would they prescribe the medicine of 
9 


controls in emergencies? 

Any price either above or below the point of a free price, forced by some “Joe’ 
armed with political authority rather than with rights as owner, is injustice. As 
prices depart from that point, more and more trading is killed off, to the detriment 


of both buvers and sellers. Then further controls over the affairs of workers and 


producers are likely to be added in order to obfuscate the new difficulties brought 
about by the first injustice. Error is piled on error in an inverted pvramid of 
interferences, until eventually the monument of mistakes must be dismantled 
or collapse under its own unstable weight. Whenever a false premise is adopted 
for medication, the ‘“‘cure”’ is likely to aggravate the condition; then there is tht 
temptation to apply more and more of it under the assumption that the dosage 
was inadequate or that the area of application was too narrow. Nothing—noe 
even the famous guinea pig—is as prolific as controls in the hands of political 
autl orities during so-called emergencies. 

In the light of the previous analysis, enacting standby controls of wages and 
prices amounts to having a medicine cabinet stocked with injustice to be used in 
times of emergency; to creating surpluses and shortages, rather than balanced 
distribution, when emergencies arise; to giving a poison as an antidote for itself. 
If justice is strength and injustice is weakness, it amounts to prescribing weakness 
at precisely those times when strength is most needed. Goodness and justice, 
it would seem, are luxuries to be tolerated during an indulgent binge; but when the 

gets rough and sobering realities must be faced, it seems that the emergency 


bottle should contal 


HISTORICAL FAILURE OF CONTROLS 


he proof of the pudding only in the eating, history affords 
evidence, since the first known price-control laws were 
azo. They failed of their purpose, as has every 


since that time 
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Itiseverthesame. When a government inflates the money or some other cause 
pushes prices upward, attempts are made to conceal the symptoms, rather than to 
attack inflation at its source or otherwise get at the root cause. The attempt is 
made to adjust the scale on the thermometer by edict, rather than to cure the fever 
that causes the mercury to rise—so to speak. The treatment applied to the fever 
victim is to throw him into a deep freeze. 


NATIONAL SOCIALISM VIA CONTROLS 


The evidence against controls, even during emergencies, is so overwhelming 
by logic, and as revealed in the historical reeord—that one wonders how their en- 
actment has gained so much credence in this ‘‘land of the free.’”’ Could it be that 
we have been so busy manning the machines of physical defense that an intellec- 
tual mass attack upon our bastions has gone unnoticed? Sometimes our perspec- 
tive on such matters is helped if we back away from the illusory belief we have 
embraced and look at the evidence from a distance 

Lassalle, the German Socialist, in a letter to Bismarck on June 8, 1863, wrote 
‘The working class instinctively feels attracted to dictatorship, if they can first 
be convinced that it will be practiced in their interests.”” Spengler accurately 
forecast an age of governmental demagogy when he wrote: 

‘What is truth? For the multitude it is that which they constantly read and 
hear * * what it [the press] wants, is true. Its commanding officers engender, 
transform, and exchange truths. Three weeks’ work by the press, and all the 
world has perceived the truth.”’ 

In the early forties, when we were at war with national Socialist 
United States Department of State published a revealing treatise on these ideolo- 
gies of our then enemy. It is revealing because it shows that we embraced, and 


Germany , the 


till embracing, the ideologies of our enemy in national socialisn 
his source warned us that as the plan of national socialism progresses, an 


be final and always right, 





authority is to be made supreme; his decisions are to 
his followers are to owe him the duty of unquestioning obedience. This is the 
same concept that was advocated by the ardent nationalistic philosopher, Johann 
Gottlieb Fichte 

4 PROPHECY 


But under the influence of Napoleon’s repul ive example, Fichte later opposed 
absolutism in the state, foretelling the character of a future fiihrer and describing 
how he might come to attain his power: The future fibre would educate his 
people in cool and deliberate piracy; he would encourage extortion; robbery would 
be made the honorable token of a fine reason; the state should virtually eliminate 
private enterprise, setting up a rigidly planned corporate economy including, of 
course, price controls and other controls of various sorts; there would be strict 
governmental control of labor and production, concealed inflation and blocked 
currency, international barter agreements, and intensive armament as a prelude 
to territorial expansion. 

Those are the concept embodied in controls W 
persons by others is authorized under guise of fighting inflation. It is the blue 
print of national socialism as told by our own State Department. We should 
read it again and again now—a decade later—and judge our own acts by its 


hereby legalized looting of some 


measure 
GOERING’S ADVICE 


This quotation from Henry J. Taylor, of what Goering said in an interview long 
after Goering, Ribbentrop, and others had been jailed following the surrender 
Germany, is revealing 

‘Your America is doing many things in the economic field which we found out 
caused us so much trouble. You are trying to control people’s wages and prices 
people’s work. If you do that, you must control people’s lives. And no country 
can do that part way. I tried it and failed. Nor can any country do it all the way 
either. I tried that too and it failed. You are no better planners than we. I 
should think your economists would read what happened here. 

“Germany has been beaten, eliminated, but it will be interesting to watch the 
development of the remaining great powers the stupidities they practice within 
their homelands, their internal strife, and their battles of wits abroad. 








? Raymond FE. Murphy and others, National Socialism: Basic Principles, Their Application by the Nazi 
Party’s Foreign Organization, and the Use of Germans Abroad for Nazi Aims, Department of State Pubtli- 
cation No. 1864 (Washington, D. ¢ U. 8. Government Printing Office, 1943), pp. 11, 12, 15, 22. 
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“Will it be as it always has been that countries will not learn from the mistakes 
of others and will continue to make the mistakes of others all over again and 
again?” 

This same view—believe it or not—was confirmed by the then Vice President 
of the Council of People’s Commissars and People’s Commissioner of Foreign 
Trade, in an interview printed in all Soviet newspapers on May 18, 1945.4 In 
explaining the serious food situation in Germany, he blamed the Hitler regime for 
having forbidden free trade of all articles of daily consumption. He stated that the 
trouble was due to the closing of all markets and the forced delivery of all farm 
products to the government, thus killing the incentive to produce. 

It is not, perhaps, entirely a coincidence that the man who was the administra- 
tive head of German Price Administration until 1923, when their inflation exploded 
came to the United States, wrote the book entitled “Price Control in the War 
Economy” in 1943, and became chief consultant in the Office of Price Adminis- 
tration. 

Now, rather than being at war with a National Socialist Germany, we are 
involved in a “cold’’ war with Communist Russia. Let’s take a look at the advice 
from that quarter. Not that there is much difference between the communism of 
tussia and the socialism of Germany prior to World War II. Communism is 
merely socialism in a hurry. Even Marx spoke of what we now label ‘‘Communist”’ 
as being Socialist, and the Soviet state was named the Union of Soviet Socialist 
Republics. Moreover, the Communist Party in the United States, in its advice 
about recruiting new members, says that it should be easy to recruit a Socialist by 
showing him that the Communist Party is the only real fighter for socialism in 
America; that the most effective way to help attain his ideals is to join the Com- 
munist Party. 

In 1848, Karl Marx, the “father’’ of communism, listed 10 measures for a 
successful Communist-Socialist revolution. Among them are several which specify 
controls by the state of prices in their various forms, and also the confiscation of 
private property. 

In 1950, Earl Browder, former leader of the Communist Party in America, 
discussed the American trend toward communism. He listed 22 specific attain- 
ments which he said had furthered the Communist program in this country even 
beyond that attained in Britain under their much-maligned Labor government. 
Among those listed were controls over prices, credit, money, laborers, and 
businesses; also bribes, in the form of special privileges to various groups. The 
program is so far advanced already that the Government owns nearly one-fourth 
of all wealth other than land, and has licensing and other controls over practically 
every type of business. 


STANDBY 





CONTROLS FOR WHAT? 





The most kindly charge that can be made against one who favors standby 
controls for emergencies, it seems to me, is that he does not understand the work- 
ings of a free market and that he lacks confidence in the performance of freemen 
working with private property in a voluntary-exchange economy. And, if that 
be his belief, why does he not propose Government controls of everything, all the 


time? Why not use the strength of controls all the time, not just in emergencies? 


Standby controls? For what? Not, to be sure, for the purpose of either 
productive efficiency or justice. Not to maximize trade, nor to balance distribu- 
tion so that shortages and surpluses will disappear. Not to further the freedom 
of man in this land which we claim will be the last bastion of freedom in the world 
struggle in which we are now engaged. 

To enact standby controls would mean putting into the law of the land a 
permanent endorsement of a basic tenet of socialism—the principle that control 
of the vital mainstreams of commerce and confiscation of the rights of private 
property are sound and just practices. A nation of freedom cannot enact even 
standby controls and remain basically free. 

‘“* * * it hath been found by Experience that Limitations upon the Prices of 
Commodities are not only ineffectual for the Purposes proposed, but likewise 
productive of very evil Consequences to the great Detriment of the public Service 
and greivous Oppression of Individuals.’ (June 4, 1778, Journals of the Con- 
tinental Congress (1908 ed.), p. 569, vol. 


lied through the courtesy of Prof. Jacques Rueff, of the Institut d’ Etudes Politiques, Paris, France. 
g Recruits For An Idea, single sheet, Foundation for Economic Education. 
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INDIANA TELEPHONE ASSOCIATION, 
Indianapolis, Ind., March 19, 1953. 
Hon. Homer FE. Capenart, 
United States Senate, Washington, D. C. 

Dear SENATOR CAPEHART: It has come to my attention that you have recently 
ntroduced bill 8. 1081, which if enacted into law would empower the President 
of the United States, should an emergency develop, to establish temporary 
emergency price, wage, and rent ceilings. 

In reading this bill, I have noted that there is no provision made for exempting 
regulated public-service enterprises from the emergency controls. As you know, 
the telephone industry of the United States is a regulated industry and the intra- 
state rates and charges of the many companies operating throughout the country 
are set up by the various public-utilities commissions which operate in practically 
all of the States of the Union. Interstate rates of interstate carriers are, of 
co: rse, subject to Federal Communications Commission jurisdiction. 

It is my recollection that in previous legislation enacted to effect controls 
over prices, rates, and charges, provisions were made to exclude regulated utilities 
from these controls. 

There are approximately 300 telephone companies in Indians and the Public 
Service Commission of Indiana has jurisdiction over the intrastate rates and 
charges of practically all of these companies. Only those which operate on @ 
strictly mutual basis and whose income from local service is derived from an as- 
sessment against each mutual member, are exempt from the jurisdiction of the 
commission. 

The Indiana Telephone Association represents about 93 percent of all the 
telephone stations which are in service in Indiana. I feel sure that the member- 
ship of our association would go along with me 100 percent in saying that a failure 
to provide an exemption in any Federal price or wage-contre! legislation for the 
regulated utilities of our State would invoke a severe hardship upon these com- 
anies, 

All of our companies in Indiana have experienced, during the last few years 
a most severe problem in attempting to secure sufficient income to meet their 
operating expenses, fixed charges, taxes, and a fair income on a fair valuation 
of their property. We believe this problem would be greatly magnified if it be- 
came necessary for these companies to carry their plea for price, rate, and charges 
relief to the President of the United States or to such agent or body as may be 
designated by him under the provision of 8. 1081. 

It is hoped that you will recognize the problem of our industry and use your 
influence to secure an amendment to the above-mentioned bill so that a suitable 
exemption is provided for regulated utilities, not only in Indiana but in the entire 
United States. 

Respectfully yours, 
W.H. Beck, Secretary-Treasurer. 





STATEMENT oF CuiirF D. CARPENTER, PRESIDENT, THE INSTITUTE OF 
AMERICAN PouLtryY INDUSTRIES 


My name is Cliff D. Carpenter. I am president of the Institute of American 
Poultry Industries, Chicago, Il. 

The institute chartered in 1926 is a nonprofit organization engaged in national 
quality improvement programs designed to bring consumers higher quality poultry 
and eggs. 

The poultry industry is the third largest farm income group, grossing more than 
4 million farmers more than $4 billion a year. The institute represents directly 
more than 1,700 companies and individuals engaged in the production, breeding, 
hatching, processing, marketing of chickens, turkeys, ducks, geese, guineas, eggs, 
and products thereof. Our members are in direct contact daily with hundreds of 
thousands of producers and consumers throughout the Nation. The institute 
membership and program, therefore, ace directly or indirectly involved in the 
production, processing, marketing and merchandising of poultry and poultry 
products in about 2,000 of the 3,071 counties in the 48 States. 

This is the third time in the past 3 years that we have been accorded the privi- 
lege of presenting our views to this committee on the subject of price and wage 
controls, On each of the two previous occasions we demonstrated rather clearly, 
we thought, that this industry was being subjected to unnecessary and burdensome 
controls which were costly to the industry and detrimental to the public interest. 
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Throughout the entire period in which price ceilings were in effect, poultry ar 
eggs remained well below pa ity and below the ceiling prices. Thereby, clear] 
showing that such controls were not justified. 










We have asked to present this statement because we are opposed to the | 


to establish standby controls or an emergency price freeze for the follow 
reasons: 






(1) Priee controls are basically unsound. They rest on the false premise that 
inflation can be prevented or eliminated through price controls. 


If we have learned anything from our experience in the last 10 years, we shou 













know inflation comes about whenever the available supply of goods is 
insu fic in relation to the amount of money that consumers have and ars 
willing to spend for sue goods Price control cannot correct that conditio; 









It can only be corrected by increasing the supply of goods or decreasing the 


supply of money Price control merely aggravates the condition by discouragir 


production and al function of pricing as a 






d interfering with the ormé 


rationing device 
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Che failure of price control has been clearly recognized by the President 












the United States ly i tate of the Union message, he stated that no sing|k 
item among our current problems had received more thoughtful consideration 
than the matter of price and wage controls. He found that price controls have 
proved largely unsatisfactory and unworkable; that they have not prevented 
inflation; that they have not kept down the cost of living. He stated that 

is convinced that 1 \ as well as in the long run free and competitive price 
will serve t ( interests of all the people and best meet the changing, growi: 
needs of our ee I On ( ’ of these findings, and determination, | 





would not seek a renewal of pri 


















2 Standby rice contr leg tion is not needed for the poultry industr 
In our last two a fore the committee, we presented evidence of 
gre produc recor that ha been achieved by the poultry indust1 
Today consumers are being s plied per capita with 40 percent more eggs tha 
the ‘onsul l 935-39. Chicken n production is up 78 percent. Turk 
Mroduction is up 110 pereent. It is production like that which provides t 












is industry clearly makes price control legislati 
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veils, 
During the past 2 years, thi lepartment of Agriculture has found it advisab 
to it into { porary p! rams remove surpluses. What is need 
1 the threa f another dose of price controls but freedot 
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On the contrary, the standb: ature is one of t! m ‘ming and dangers 
features ab t the measure It would shift from she to the Executive 
the responsibility for makin he decision whether and under what co 
ditions. this Nation might again be subjected to price ; re controls. Wed 
not believe that e § horit to make that decisio be relinquished by 
the Congress We believe that it is the duty of the ¢ under our constit 
tional form of go. ment to make such major policy Cjecisions. The impositior 
of price and wage controls over our economy is not a tysual or normal power th 
Government may exercise It is a great and extraordégnary power which under 
the constitution ordinarily is not available. It is an emergency power whicl 
arises out of war or other similar great national emergen ey 


[he policy declaration contained in the bill clearly indicates that there is no 
such present emergency. The bill specifically states that 


l j sé 


should be invoked, “‘only if an emergency arises serious 





direct economic controls 
enough to threaten the 
economic well-being or national security of the United States.”’ We think it 
the duty of Congress to determine when 










such an emergency exists as would bring 


about the need for the exercise of such extraordinary pGwers as price and wag 
contro! 






rhe principal reason advanced for standby controls o1 
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develop. Anything, of course, conceivably may happen in the future but we are 
ct, poultry a confident that in the event of any great national emergency Congress can act 
hereby, clear with the speed that the occasion may demand. If we accept the point of view 
that the Congress isn’t capable of coping with potential future national emergen- 
sed to the | cies, then we had better get busy immediately on a great amount of other forms 
the follow f standby legislation, because if Congress isn’t competent to handle the matter 
of price and wage controls in time of emergency, it will be equally incompetent to 
© premise tha function in other fields. 
By opposing these measures for standby price controls or a tempurary price 
‘reeze, we do not mean that there should not be any advance planning on the 
‘ economic front as well as on the military front to meet any eventuality But the 
have and ai 1uthority to plan for unforeseen future emergencies is vastly different from the 
hat conditi: authority to put price controls into effect. Planning of the kind that may be 
deere asing t eeded on the economic front to meet a potential emergency cannot be success- 
y discouraging fully carried on without the active cooperation and assistance of industry. It is 
aS @ natu joubtful, however, whether industry would freely cooperate with any planning 
Pivesid group if such a group had authority to impose price controls on its own determination. 
tis ae if there is a real concern about the need for economic planning in the price 
“U ho sit and wage field, it might be feasible to have a small standby staff established to 
consideratior work and plan on the economic front in the event of an M-day. Such a staff 
controls hav. could develop detailed programs and perhaps designate key individuals from 
10t prevent industry to fill certain posts and acquaint them with the detailed plan of action. 
tated that For such planning to be successful, however, the Congress and not the Executive 
etitive pric would have to be the agency holding the authority to pull the trigger to put any 
Bing, ZTOW such plan of action into effect. 
fon, | No system of controls will have much chance of success unless the people 
7Wal OF pl believe they are necessary and desirable. The Congress of the United States is 
e branch of the Government which is closest and most responsive to the people. 
Anv determination that we should again be subjected to a system of price and 
vage controls should be made by the Congress 
1) The best way to maintain our economic strength to meet any eventuality 
the future depends upon the maintenance of a strong, healthy, and produc- 


trv indu 
idk nce ¢ f 
ry , 


ve econoiny. 

We have for some time been faced with a tense international situation, but 
there is not such an emergency at present which demands full mobilization— 

yr is it peace. No one, of course, can say with certainty how long these present 
tensions may continue. They may continue for years. National policies must, 
therefore, be adopted and followed which will permit industry and agriculture 
to grow, to expand, to shift, and to make the constant changes which are necessary 
in a society such as ours. 

Only in this way can we hope to maintain a sound and healthy economy to 
meet any emergency that may arise. We must be free to adopt new ways of 
loing things—discard other things that become outmoded. We cannot meet 
the needs of the future, as well as the needs of the pre sent, ul less we adopt 
policies which will keep our economy vigorous and dynamic. We must adopt 
and put into operation policies which provide for the widest possible latitude for 
our American system of free choice and free enterprise to function 

Standby price control measures will do just the opposite, because the very 
existence of such powers will destroy incentive and discourage the taking risks 
which are necessary under our system. The key to our strength is our incentive 
system. Let’s give it a real chance to function. 


MAGAZINE PuRLISHERS AssocraTION, INC., 
New York 16, N. Y., March 23, 1953. 
Hon. Homer E. CAPEHART, 
lich under Chairman, Senate Banking and Currency Committee, 
wer whi United States Senate, Washington, PG 


’ Dear SENATOR CAPEHART: Magazine Publishers Association, Ine., a member- 

there is no ship corporation organized in 1919 under the laws of the State of New York, is a 

uc controls trade association whose members currently publish approximately 386 nationally 

reaten the known and distributed magazines having a combined circulation of approximately 

wen it 137,000,000 copies per issue. Its members publish most of the nationally dis- 

ould bring tributed magazines, including magazines of general interest, news magazines, 

and wag business publications, agricultural and religious publications, and others both 

large and small. In the main, they comprise the generally accepted periodical 

y freeze is publications which are sold over the newsstands or mailed directly to subscribers. 
Pney may 
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In its representation of the magazine industry generally, the association is vital] 
interested in any legislation which does or may affect the free and unhampered 
publication and circulation of magazines and periodical publications. 

The association has followed with interest your committee’s deliberations o: 
bills S. 753 and 8. 1081 and is principally concerned with the fact that S. 1081 
does not make prov ision for an exe mption from price controls for media, as is now 
in effect in the present law and in the bill 8S. 753. It is our belief that whichever 
bill is passed by the Senate, the same exemption ought to be continued. 

We do not believe that the President or the Congress would want, or find 
necessary, to bring about a system which would limit the freedom to act throu; 
this strict control media. The freezing of advertising and circulation rates of a 
kinds of media for a period of 90 days, in the case of a national emergency, could 
well prevent the very services the Nation would expect of these media. At such 
a time, with the cessation of a great number of industries and services which ar: 
essential to a peacetime economy, it would seem that media would be faced with 
an impossible situation if not exempted from price controls. 

Accordingly we respectfully submit that any bill reported by the Senate 
Banking and Currency Committee carry the language of the present law or its 
equivalent, which reads as follows: 

“The authority conferred by this title, shall not be exercised with respect to 
the following: Prices or rentals for materials furnished for publication by any 
press association or feature service, books, magazines, motion pictures, periodicals, 
or newspapers, other than as waste or scrap; or rates charged by any person in the 
business of operating or publishing a newspaper, periodical, or magazine, or 
operating a radio broadcasting or television station, a motion picture or other 
theater enterprise, or outdoor advertising facilities.” 

It will be appreciated if your committee will give this matter careful considera- 
tion and feel free to make this letter a part of the record, if such is desired. 

Very truly yours, 


Francis R. Cawtey, Vice President. 











MortTGAGE BANKERS ASSOCIATION OF AMERICA, 

Washington 5, D. C., March 18, 1953 

Re S. 1081. 
Hon. Homer E. Capenart, 

Chairman, Senate Committee on Banking and Currency, 
United States Senate, Washington, D. C. 
Dear SENATOR CapenARrT: I should like to submit for your information th« 
quotation below which has been taken from a general policy statement on various 


matters as approved by the board of governors of the Mortgage Bankers Associa- 
tion at a meeting held in Chicago on February 11, 1953: 


753 and S. 










“<< 


D. DEFENSE PRODUCTION (acT EXTENSION CREDIT CONTROL AND RENT CONTROL 





“In spite of the Korean engagements and the rearmament program, we are of 
the opinion that the law of supply and demand will operate successfully in our 
industry, and that we have sufficient labor and materials to take care of the 
housing needs of the Nation as well as its commercial and industrial needs without 
resorting to price and wage controls, credit controls, or material controls. 

‘“‘We have built an average of over 1,000,000 homes a vear for the last 6 years so 
that the housing supply has outstripped the growth in population in most com- 
munities. We believe, therefore, that Federal rent controls can and should be 
terminated on April 30, and the imposition of such controls as may be found to be 
essential should be left to local discretion in defense areas. We believe also that 
unless conditions change between now and the date on which authority to impose 
credit controls would expire under present legislation, the authority to impose 
such controls should not be renewed.” 

The association originally intended to request an opportunity to appear before 
your committee to express its opposition to the passage of the bills referred to 
above which would extend the authority of the President to control credit in the 
real-estate field 

Rather than request such an opportunity, however, it was felt adequate to 
address this letter to you with the request that the material quoted herein be in- 


corporated in the printed record of the hearings before your committee on these 
bills. 


Very truly yours, 


SamvueEt E. Nee, General Counsel. 

















‘iation is vits 
1d unhampered 
ns, 
leliberations o, 
ot that S. 108) 
1edia, as is now 
that whicheyoe; 
ed, 

‘ant, or find 
to act throu 
lon rates of a 
ergency, could 
dia. ‘At such 
ices which ar 
be faced wit 


y the Senat, 
ent law or its 


ith respect t, 
ation by any 
S, Periodicals 
Person in the 
magazine, or 
ture or other 


ful considera- 
sired. 


> President. 


SRICA, 
( 18, 1958. 


rmation the 
t On various 
ers Associa- 


T CONTROI 


1, We are of 
fully in our 
care of the 
eds without 
ols, 

t 6 years so 
most com- 
| should be 
found to be 
e also that 

’ to impose 

to impose 


ear before 
referred to 
sdit in the 


lequate to 


rein be in- 
e on these 


Jounsel. 


STANDBY ECONOMIC CONTROLS 779 


Motion Picture ASSOCIATION OF AMERICA, INC., 
Washington, D. C., March 12, 1953. 
Hon. Homer CAPEHART, 
Chairman, Senate Committee on Banking and Currency, 
Senate Office Building, Washington 25, D. C. 

Dear Mr. CuHarrMan: This letter is written at the suggestion of your com- 
mittee counsel, Mr. Ray Donaldson, in connection with the temporary economic 
control bill, 8. 1081, now being considered by the Senate Committee on Banking 
and Currency. In looking over the bill we noticed that the provision contained 
in the existing act (title IV, sec. 402 (e) (iii) of Public Law 774, 81st Cong.) relat- 
ing to exemptions for rates charged by newspapers, periodicals, radio broadcast- 
ing, television, and motion-picture theaters is not included. Neither is statutory 
authority provided for the exemption on salaries, wages, and other compensation 
for talent in the motion-picture industry as presently authorized through an 
administrative ruling by the Wage Stabilization Board. 

The exemption covering prices and rates was included in your own bill, 8. 753, 
but was dropped from 8. 1081. The exclusion of this exemption from any control 
law could be unduly burdensome to the motion-picture, publishing, and broad- 
casting industries, all informational media coming within the constitutional pur- 
view of free press. Similarly, we would prefer statutory authority for the exemp- 
tion on salaries, wages, and other compensation instead of an administrative 
ruling if a new control law is enacted. 

Attached herewith is a draft of a proposed amendment to 8. 1081 which includes 
substantially the language of existing law and of the existing administrative ruling 
on wages. If your committee reports out a control bill, we hope this amendment 
or language substantially similar will be included in it. 

Sincerely yours, 
JacK BRYSON. 
ProrosED AMENDMENT TO §, 1081 


On page 4, line 11, strike out the period after the word “representative” and 
insert the following: “‘: Provided, That the authority conferred by this section 
shall not be exercised with respect to (1) wages, salaries, and other compensation 
paid or received in the employment of any person in the classifications commonly 
referred to as “talent” classifications in the motion picture or radio-broadcasting 
or television industries, respectively, and such wages, salary, or other compensation 
is individually negotiated; (2) prices or rentals for (A) materials furnished for 
publication by any press association or feature service, or (B) books, magazines, 
motion pictures, periodicals, or newspapers, other than as waste or scrap, or rates 
charged by any person in the business of operating or publishing a newspaper, 
periodical, or magazine, or operating a radio-broadcasting or television station, 
a motion picture or theater enterprise, or outdoor advertising facilities.” 





NATIONAL AssocIaATION OF Motor Bus OPERATORS, 
Washington 6, D. C., March 20, 1953. 
Hon. Homer E. Caprenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Mr. Cuarrman: Our association is the national trade organization of 
the intercity motor bus industry. We represent over 1,000 independent com- 
yanies which provide common carrier bus transportation throughout the United 
States. 

We are interested in legislation now being considered by your committee to 
provide standby economic controls solely because of the fact that 5S. 1081 would 
make it possible for such controls to be imposed on top of the regulation already 
authorized and exercised by the Interstate Commerce Commission and the vari- 
ous State commissions. 

Section 401 of title IV of the Defense Production Act exempts regulated public 
utilities from the general provisions of price control. Similar exemptions were 
contained in 8. 753, introduced by you on February 2. It is wholly unnecessary 
for an industry whose prices are already regulated in the public interest by com- 
petent and respected commissions to be made subject to duplicate price controls 
by the executive branch of the Government. The subject has been considered 
at length in connection with previous control legislation, and the Congress has 
agreed with this view on three separate occasions: first, when the Emergency 
Price Control Act of World War II was enacted; second, when the original De- 
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sensitive to the unsatisfactory and unworkable nature of such controls and to 
the inequities and hardships which such controls impose upon competitive 
enterprise and individual initiative 

The last of the direct controls on automobile retailers promulgated under the 
Defense Production Act of 1950, as amended, were removed just a few days ago, 
on March 5 

It is ironic that even before the free play of competitive forces has had full 
opportunity to assert itself in our industry, we are called upon to speak out in 
opposition to legislation designed to provide the authority for the re-imposition 
of direct controls on our industry 

We are opposed to the proposed bills (5. 753 and 8. 1081) which in effeet will 
place i the hands of the administrative officials of Government, power to pro- 
mulgate controls and regulations without further consideration by the Congress 
as to the necessity for such action. We submit that Congress, as the elected 
representatives of the people, and as the true protectors of the rights of individual 





citizens, should not relinquish this authority. 

Congress, and Congress alone, should always determine whether or not there 
exists a national emergency serious enough to justify changing normal business 
practices by imposing initiative-erippling direct controls. 

Experience proved that the direct price, wage, and credit controls imposed 
upon industry, under the Defense Production Act, generally served no useful 
ations were unsatisfactory and unworkable 





stabilization function. These reg 
and created nothing but chaos and confusion in our industry 

In the era of price controls, from which we have just been liberated, ceiling 
prices on used ears and trucks proved unnecessary because such vehicles con- 
sistently sold for less than established ceiling prices. So far as new vehicles 
were concerned, the supply, throughout the period of direct controls under the 


Defense Production Act of 1950 generally met, if it did not exceed, normal de- 


mands for such vehicles Thus, price controls on new cars were unnecessary 
There is no indication, at the present time, that the supply of new and used 

vehicles will not be adequate to meet all demands Conversely, there is every 

indication that the present high rate of new vehicle production will continue for 


some time 
It is our conviction that short of an extreme national emergency, such as an 
all-out war, there can be no justification for enacting legislation which would 


es of government authority to reimpose direct controls 





give to other brane 

Phere is the ever-present danger that such authority, once delegated, will be 
exercised at the slightest provocatior and without jue considers 
adverse effects of such action on the small-business man. 

Such a constant threat brings vividly to our minds the sad and costly experi- 
ences we were forced to endure under the late and unlamented direct control 
program 

Although th 
function, the a 
pend them or to exercise their powers to remedy serious operating problems 


ese direct controls were admittedly serving no useful stabilization 







ministrators in Government were always most reluctant to sus- 


created by them. 

Instead the small-business men making up our industry were required to attempt 
to operate their businesses under regulations which, in our judgment, were not 
in conformity with the intent of Congress, which were proved to be unrealistic, 
arbitrary and discriminatory, and which were ambiguous and confusing through- 
out the period of price controls 

Likewise. consumer credit. controls under which we were required to operate 
worked severe and unnecessary hardships on the buying public and on our industry 
as well 

As heretofore pointed out dealers were required to attempt to sell, under the 
unnecessarily restrictive provisions of a consumer credit regulation, what turned 
out to be almost record-breaking production of new cars and trucks 

Many people, who were most in need of better transportation, were nable 
to meet the drastic and limited monthly terms. Thus such persons, including 
defense workers and others in medium and low-income groups, found it virtually 
impossible to obtain essential transportation. To deprive workers of the right 
to procure for themselves improved transportation which they need and feel 
they®can afford is a direct threat to the productivity and mobility of the Nation 
This situation created by drastic consumer credit controls discriminated against 
people of limited means, while having little or no effect on the more fortunate 
Controls which establish second-class citizenship have always been repugnant 
to our basic democratic philosophy and tend to undermine the fundamental 


concepts ol American freedom. 




































































782 STANDBY ECONOMIC CONTROLS 





Certainly, we do not want to see legislation enacted which would provide a 


foundation for a repetition of these same unfortunate experiences. 

These fundamental objections voice our unqualified opposition to the enactment 
of legislation to provide for price, wage, and credit controls on a standby basis 

We are likewise opposed to legislation which would delegate to administrative 
officials of the Government, power to freeze prices and wages without due con- 
sideration by the Congress of the need for such action. Again, experience with 
such ‘‘freezes’’ dictates our feeling in this respect. 

Ours is principal l 





















































ng business. In a business like ours where vigorous 
such an important part, the employment of a freeze technique 
creates inequities which in our experience are never removed, even by so-called 
tailored regulations. The Office of Price Stabilization employed this freeze 
technique ! nse Production Act and later promulgated for our in- 
dustrv reculatior h purported to be tailored to meet our particular needs, 


However, these tail ations for our industry merely perpetuated, and in 
many cases aggravated, the inequities created by the freeze. 
Almost without ex -eptior 
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1 efforts by our industry to have inequities removed 
through administrative channels proved futile. The only relief ever obtained 


came from Congress itself. 

















It is significant to note ir 


this connection that even after Congress saw fit to 
amend the basic law to accord to our industry the relief to which it was entitled, 
the administrators in Government exerted every effort to avoid incorporating 























into their reg i ns the changes dictated by the amendmer ts in the basic law 
In some cases our industry found it necessary to request further clarifying 
egislation before the administrators would act to remove inequities created by 








the freeze 




















Moreover, once the authority to freeze prices and v ages is delegated to adminis- 
trative officials, the constant threat of such a freeze conceivably might result in 
an effort on the part of busine en to ce their merchandise at such levels 





that any freeze date would find them 





in a favorable position with respect to 








prices and wages Chis threat could be responsible for inflationary trends which 
otherwise might not occur under normal competitive conditions. 
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he cour i mes ational emergency. This fact is well exemplified by the 
vital service rendered during World War II when the new car and new truck 
dealers of the Na provided from their own ranks approximately 950 officers 
and recruited primar from t i 
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It would appear to us that if Congress ever should determine that an emergency 








exists serious enough to threaten the economic well-being or security of the 
United States, it could, by joint resolution, in a matter of hours authorize the 
President to i ediately employ any economic controls deemed necessary, and 








it is this procedure we automobile dealers earnestly recommend. 

















In his own recent statements the President has given assurance he will watch 

conomic trends closely and will act promptly should he find that legislation, such 
I bills now under consideration, may be required. 

h an « ney arises, however, we earnestly suggest that Congress 

ir I ive enterprise system and the free exercise of individual 

by refraining from dele ing to other branches of government the 
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STATEMENT oF JoHN H. Topp, CouNsEL AND WASHINGTON REPRESENTATIVE, 
NATIONAL CoTTron CoMPREss AND CoTToN WAREHOUSE ASSOCIATION 





The board of directors of this association on March 1, 1952, and its entire mem- 
bership in its last two annual meetings (May 16, 1951, and April 16, 1952) gave 
serious consideration to the economic controls provided in the Defense Production 
Act, and unanimously demned Government controls on either prices or com- 
pensation for personal services. The reason stated in each instance was that such 
controls cannot, and will not, be effective as means of combating inflation; but on 
the contrary do and will prove positively harmful in retarding needed production 
and military preparedness, 
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We recognize that, in time of war or national emergency, the executive must 
and should have the power to allocate scarce and critical materials in the interest 
of national defense. 

Government ceilings on wages or prices, however, we believe are basically vicious 
at any time. This conclusion is compelled both by logic and by experience. 
Our experiences with such ceilings, both in World War II and in the past 2 years, 
showed, in the first place, that they were not even effective as ceilings; and that as 
cures for inflation they are utterly futile. Though not so intended, they proved 
to be a cruel political hoax. 

The use of such controls is recorded as far back as 3,800 years ago (in Baby- 
jonia), and has since been repeated many times in many countries. Yet we find 
no record of a single instance where they accomplished their purpose. We have 
refused to benefit by the mistakes of others. Are we also incapable of heeding 
the twice-taught lessons of our own experience? 

We should not need the light of experience to see that any effective control of 
inflation must be brought about by attacking its causes—not its symptoms—or 
to see that price and wage ceilings inevitably will defeat their own ends by 
aggravating and creating additional shortages, contributing to increased infla- 
tionary pressures. We know that the efforts of the producer (the farmer, the 
industril worker, the store, the factory, etc.) are guided and directed primarily 
by the desire for profit—the desire to achieve the maximum favorable margin 
between income and expense. If incomes (prices and wages) are artificially 
“frozen” as of any given time, can we expect the worker to do other than seek 
the employment (of which he is capable) subject to the highest wage ceiling, to 
the detriment of needed production in other employments with lower wage 
ceilings? Can we expect the farm, the store, or the factory to do other than 
endeavor to produce or sell only those (feasible) items which are subject (rela- 
tively) to the highest price ceilings, to the detriment of needed production and 
supply of other items subject to relatively lower price ceilings? 

Under an arbitrary wage-price freeze, such diversions of labor and of productive 
capacity are inevitable. Without further and additional controls, such diversions 
of labor are limited only by the number of available jobs subject to higher wage 

eilings; and such diversions of productive capacity are limited only by the 
demand for items subject to relatively higher price ceilings. 

Our members experienced numerous examples of such labor diversions during 
World War II and again under the post-Korea controls. We store and handle a 
fiber which is essential to the national defense. Yet operations were often sharply 
curtailed, and in some instances temporarily crippled by the loss of essential labor 
to other employers with higher wage ceilings. Administrative relief came even- 
tually, but the process was slow, painful, and costly—both in money and in 
efficiency. The resulting wage adjustments, not being coordinated with price 
adjustments, caught cotton warehousemen like many others in painful “squeezes,” 
resulting in operating losses, and the threat of bankruptcy. There were also 
instances of cotton storage space being diverted to other uses which were more 
profitable because of relatively higher price ceilings. 

To provide adequate coordination, promptness, and fairness of necessary price 
and wage adjustments would require an army of wise and just administrators who 
(if available at all) would have to be provided at the expense of the manpower 
needed for essential production and military operations. 

We urge that no authority be granted for the imposition of wage or price con- 
trols, on a standby basis, or otherwise. 





NaTIONAL CouNcIL OF CATHOLIC WOMEN, 
February 26, 1953, 
Hon. Homer E. CAapeEHART, 
Chairman, Senate Banking and Currency Committee, 
Senate Office Building, Washington 25, D. C. 


Dear SENATOR CaPEHART: It is my understanding that your committee has 
been holding hearings on 8. 753 to provide standby controls. 

On behalf of the National Council of Catholic Women, a federation of Catholic 
women’s organizations, including approximately 8 million Catholic women, 
I should like to present a resolution adopted at our last national convention in 
Seattle, Wash., September 20-24, 1952: 
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then the 90-day freeze bill (S. 1081) if made applicable, without exceptions 
» the entire economy would be less objectionable than 8. 753. However, we do 


ot believe that either bill is necessary or advisable at this time. In our opinion, 


lirect controls are the most effective means of maintaining economic stability 
If an international 


ithout the disruptive influence of price and wage controls 
sis occurs, Congress will be called upon to pass necessary legislation, taking into 


iW, 


onsideration the circumstances as they exist at that time 

Approval of standby controls at this time when the crutch of price and wage 
mntrols has recently been removed and we are returning to a free market, might 
e interpreted by some of our friends and our enemies abroad as a lack of confidence 


a free economy \ rejection by Congress of standby controls would, we believe 


affirm our faith and the 
rm of government and our economic system 

We, therefore, respectfully urge your committee to reject 5 
und any other proposals which if enacted into law would provide for standby price 
i wage controls, or standby authority to freeze prices and wages 


faith of our friends outside of the Lron Curtain in ow 
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NATIONAL Woon GROWERS ASSOCIATION 
Salt Lake City, Utah, March > 19538, 


Hon. Homer E. CapBHART, 
Chairman, Banking and Currency Committee, 
United States Senate, Washington 25, D.C. 

Dear Senavror Capenart: The National Wool Growers Association is un 
ilterably opposed to direct price controls of a positive or standby nature as pro- 
nosed bv Senate bills 753 and 1081. 

We believe the reasons for the wool growers opposing such controls are self 
vident in the production figures of the sheep industry which have constantly 
ie clined since controls were first placed on wool. The records will show that the 
price of wool was frozen on December 8, 1941, and was never permitted to rise 
ntil hostilities had ceased. 

Since then, the present method of calculating parity on the moving base period 
as always included those vears of prices frozen at 1941 levels Thus, price 
mntrols have set up a cycle of parity figuring which places wool 20 cents per grease 
pound lower than it should be in relation to other commodities This distortion 
as brought about by the unrealistic attitude of OPA officials Wool production, 


ince price controls were placed on wool, has declined 40 percent in the United 


States. 
Therefore, 

ypposition to the passage 
i. Authority for such controls, hanging over the head of the 


we would like to place these reasons for our position of unalterable 


» of Senate bills 753 and 1081, into the record 
industry, is further 


liscouragement to production. 
2. We believe it to be unrealistic to talk price controls when agriculture 
lepressed price situation and as for the sheep raisers, the industry is in a depres 
a time when the so-called national prosperity is at an alltime high 

‘event of an 


IS in &@ 


sion at 
3. We believe the Congress fully capable of acting rapidly in the 
mergency which would require emergency price-control action and that this 
power should be left in the hands of the Congress, not placed in the hands of the 
executive branch through a law which would of necessity have t« 
tude, because the emergency is not here now and powers would have to be so 
liscretionary to meet any possible emergency, that Congress could not control 
ngress moved rapidly in the emergency after Pear! Harbor 
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effectiveness of the ceilings was avoided 
5. The history of direct price controis shows them to be a failure and any 
‘ontrols or threat of controls would be in opposition to the philosophy of free 
enterprise which we believe the Congress intends to restore in full measure to the 
United States. 
6. And certainly, even in time of emergency, the 
a control measure which would be “straight across the board, 
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could damage or destroy an pony s operations for the years of the emergency 
and the years that follow, as the OPA did to the wool industry of the United States 

With price and wage controls, there are necessarily so many other controls of 
handling and distributing our products of agriculture, that the normal growth ar . 
expansion of our markets would be distorted by the fear of a standby control | 
and by the fear that compulsory grading of meat and cutting and me rehandisine ig 
practices might at any time freeze operations as well as prices in the event of an 
emergency. 

We will appreciate your making this letter a part of the record. 


Sincerely yours 





, 


J. M. Jongs, 


Recorp Inpustry ASSOCIATION OF AMERICA, INc., 


New York, N. Y., March 2, 1988. 
Hon. Homer E. Caprenart, 


The United States Senate, Washington, D. C. 


Dear Senator CapenartT: This letter is in reference to bill 8. 753, which, 
enacted into law, will be known as the Emergency Stabilization Act of 1953 

It is my opinion t at an amendment to this bill will do much to correct a1 
anomalous situation which has heretofore existed, whereby phonograph records 
were not included in the exemptions from price control accorded the publishing 
industry and the entertainment business under recent OPS regulations. | 
understand that these exemptions are being continued in 8. 753. 

As you know, the Defense Production Act of 1950, Public Law 774, exempted 
from price control books, magazines, motion pictures, periodicals, and newspapers 
as well as rates charged for operating radio and television stations, motion 
pictures, or theater enterprises. In general, the statute exempted show business 
as a whole, as well as the book and periodical publishing industry. The product 
of the recording business is (depending upon the subject matter recorded) either 
part of show business or it is a commodity whose primary value depends on 
editorial content, expression of ideas, or dissemination of information. 

Either the record industry operates in the entertainment field, or it serves the 
public as do books; its products range over the whole field of human knowledge 
the arts, history, education, musicology, even current events. Indeed, it is 
impossible to dispute the analogy— ideas, intelligence, instruction, drama, and 
poetry are nee by sound as well as by the printed word. A page in a 
book or @ newspaper captures a communication in visual form; the phonograph 
record captures it in aa capable for reproduction in sound; a motion picture 
employs both media; radio broadcasting employs one, television broadcasting 
employs both. Each of these media produces a physical product, and incurs 
expense of material and labor for its production. 

In truth, all these media are interchangeable. The substance of radio broad- 
casts often appears on phonograph records; the world of literature, drama, and 
education is capable of communication through the phonograph record, and 
much of it has already been so communicated. The events of current history 
as expressed in sound are familiar material for phonograph recordings. Why 
exempt all these media except the phonograph record, and discriminate against 
that medium alone? 

The most generally discussed aspect of the recording industry is the so-called 
popular recor: 1 and it does not seem os me ths at this particular phase of the business 
is distinguishable from any other part of the entertainment business. However, 
our latest estimates noted that fully one-third of all records which are currently 
manufactured either are recordings of strictly classical music of great cultural 
\ alue or are recordings of selections designed particularly for educational work 
with children, and of great literary works, historical and religious material and 
folk music. This second aspect of the record industry brings it into very close 
parallel with the type of material furnished by the book-publishing industry. 

An outstanding example of how little appreciation there was by OPS of the 
true nature of phonograph records is the fact that music rolls and sheet music 
were excluded oom control but that this exclusion was not extended to phono- 
graph records 

In the event that you find the subject matter in this letter to be worthy of your 
consideration, I am glad to report that the association is prepared to submit 
any further details which may be required in the matter or to have a representative 
testify at the hearings which are to be held shortly on S. 753. 

Respectfully yours, 





Joun W. GRIFFIN, 
Executive Secretary. 
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UNITED STATES INDEPENDENT TELEPHONE ASSOCIATION, 
Washington, D. C., March 13, 1958. 
Hon. Homer E. CAapenart, 
Chairman, Committee on Banking and Currency, 
United States Senate Washington 25, D. C, 


DEAR SENATOR CAPEHART: Permit me this opportunity to ask you to include 

your temporary economic control bill, 5. 1081, introduced on February 25, 
the exemption of regulated public service enterprise which is now contained in 
section 402 of title IV of the Defense Production Act. 

Congress on three different occasions has recognized the propriety of and need 
for an exemption of this general character. It did so in the Emergency Price 
Control Act which was in effect during World War II, in lagnuage somewhat 
similar to but not identical with language later developed; it did so the second 
time in the original Defense Production Act; and it did so the third time when 
the Defense Production Act was amended in 1952. 

In your earlier standby economic control bill, 8. 753, introduced on February 2, 
you saw fit to retain, on pages 47-48, the exemption now in the Defense Produc- 
tion Act. We hope that if 8. 1081 is the bill that is to receive your committee’s 
consideration, you will recognize the continuing need for a like exemption. 

Our association is the national trade organization of the independent telephone 
companies in our branch of the industry. There are more than 5,400 independent 
companies which provide telephone service in 11,000 cities and towns and in the 
rural areas. The towns in which our companies operate are, as you know, in 
the main the smaller ones. We are of course interested only in the foregoing 
exemption so far as it may apply to our telephone companies, but recognize that 
the same equitable principle is applicable to other regulated industry, such as 
electric companies, gas companies, bus, truck, and railroad companies, as well 
as others. 

It is not necessary for Congress in any standby legislation to authorize Federal 
controls on publie service enterprise like ours which is already regulated by State 
and Federal regulatory commissions. As to our intrastate business, telephone 
companies are regulated under comprehensive laws in practically every State by 
such bodies as the public service commission of your own State of Indiana. As 
to interstate business, our companies are regulated by the Federal Communica- 
tions Commission. The same general kind of regulation is of course also applicable 
to other public service enterprise. 

In fact, Senator, we feel that our telephone companies in many places are now 
overregulated. .Telephone rates have lagged far, far behind the upward price 
movement. While many of our companies have found it necessary during the 
past several years to seek increased rates to some extent, there are still some com- 
panies which have not had an increase in their rates in 15 or 20 years. Many of 
our smaller companies have never paid a dividend. It would be tragic if in these 
circumstances one of our smal: independents had to come to Washington in order 
to get rate relief from the President of the United States or his designee if your 
bill in its present form should be enacted into law. 

I hope you will bear with me a moment while I refer to a few short observations 
made by three outstanding persons respecting the plight of regulated industry 
including ours, and the position of the investors in the securities of regulated com- 
panies. 

‘“‘Inflation— What It Means to Utilities and Investors” is the title of an article 
that appeared in the June 19, 1952, issue of Public Utilities Fortnightly magazine. 
It was written by Mr. Jackson Martindell, president of the American Institute of 
Management. Mr. Martindell made the following trenchant remarks: 

‘“* * * The present plight of public utility investors stems chiefly from loss of 
economic perspective by all parties concerned—utility managements, commissions, 
and courts. During the great struggle over regulatory formulas and standards 
in the past half century, regulatory expedients have replaced sound economic 
principles and well-defined standards have become practically nonexistent * * * 

“Utility managers, as trustees of the owner’s capital, have the responsibility of 
protecting the integrity of that capital. This means protecting its exchangeability 


or relative purchasing power and not merely its book value. A business whose 
capital is shrinking in terms of relative purchasing power is failing to recover its 
total economic costs including adequate return. Such a business is consuming 


its own capital and is a dying business * * * 
‘‘* * * Unless an economically sound approach to utility price fixing in an 
inflationary economy can be developed and utilized in the regulatory process, 


utility investors are bound to suffer progressively greater loss in the future * * * 
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Informed utility investors are already recognizing these dangers and will so 
follow the example of Government savings-bond holders in getting out fr 


















It does not sound too encouraging for the man who has invested his savings i: 
regulated b ess such as ours, does it? 


Chen, please note what was said about the telephone business in particular 
the March 12, 1953, issue of the same magazine in an article entitled ‘Utility 
Rates Must Recognize Dollar Depreciation The article was written jointly by 
Prof. William A. Paton, of the University of Michigan, and Mr. Howard C. Gree 
vice president of the Chicago, Indianapolis & Louisville Railway Co. Both me 
are past presidents of the American Accounting Association. In their article the, 

























The telephone DH siness the ma rr example 


from the communications field, is 
still very much alive, but the seeds of decay (from the standpoint of privat: 
enterprise) are | 


i plainly visible, and are traceable directly to unsound regulatio1 
As already indicated, the unsatisfied demand for telephone service is substantia 








new telephone custome rs often have to stand in line a long time so to speak, befor: 
they can secure an installation Yet in the face of this favorable condition the 
telephone companies may be finding the financial market for telephone commor 
Stocks turning sour 







Among publ itilities the telephone industry is perhaps the major cass 
risk-attended business, and in this field maintenance of a large layer of equity 


fur 1s is imperat 











This is obviously a very gloo picture, in the face of an enormous and rapidly 
growing demand for the product What is the cause? It is clearly a case of t 
holding down of the price of the product. through unreasonable and arbitrary 
regulation, below the level necessary to make the business attractive to privat 
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inot onsiderati« f your bill, S. 1081, should be enacted 
















ir LW tl the exempt which is now in the Defense Production Act re 
specting regulated business, the legislation might be interpreted as an implie 
congressional d a of lack of confidence in the State and Federal commissions 
whi State leg tures and the Congress have respectively set up to look out for 
the interests of the p la sure vou would not want to be a party to any 
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challenge of communism our Nation must be prepared not only in our Mili- 
arv Establishment, but also in our economy The time to make such prepara- 
his savings i; yns are obviously during periods of pr ace Your program will enable our Nation 
“= meet such a challenge more effectively, and certainly more economically 

ntrary to what your opponents are saying, a standby control program 1s an 

nportant way to maintain the security of our Nation, thereby the security of 
e free world 

I hope that this letter will stimulate vour efforts to champion your program, 

and if vou so desire, you have my permission to read it into the reeord of the 
earings. I am also sending a copy of this letter to the editor of the New York 
limes for possible publication in this newspaper. 

Very sincerely yours, 
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1 Frep WITNEY 
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S subDsta 
) speak, bef 
condition t YounG WoMEN’s CHRISTIAN ASSOCIATION 
one commo OF THE UNITED STATSS OF AMERICA, 
New York, N. ¥ Varch 5, 1953 
najor case f Senator HoMEeR CAPEHART, 
ver of equit Senate Banking and Curre ney Committee, 
Washington 245, dD. ¢ 
sand ray DeaR Senator Capenart: The National Board of the Young Women’s 
; oe Christian Association carries a continuing concern for the forces which condition 
4 arpitray the lives of the young women in its membership. The high cost of living is one 
privat such force and we therefore wish to register our views on the subject of price 
P ‘controls. We should greatly appreciate consideration by your commitvee of the 
case dor following statement at any scheduled hearing on this important issu 
ae ae Many members of the YWCAare employed women who are not in highly union- 
‘ € zed industries, and who have not been able to keep up with the rising cost of 


F ving. They remember well what has happened over the years since the begin- 
an implie ning of World War II. It took several months after the Pearl Harbor attack to 
, set up the machinery for effective price and rent controls, rationing, and wage 
stabilization. Instead of allowing time for an orderly process of selective de- 
oe controls after the end of the war, price control machinery was prematurely 
abandoned, with the result that the price level rose violently from 1946 to 1948. 


is weal t Almost 60 percent of the price rise since prewar (1939 occurred in the two postwar 
years 
The Joint Committee on Defense Production in October 1952 pointed out that 
7" in the 6 months following Korea, such indirect controls as were atté mpted (taxes, 
: credit controls, etc.) were ineffective, as were also administrative attempts to get 
public support behind voluntary price control The Joint Committee said, 
\ It was not until the Government took positive action early in 1951 to stop 
spiralling price rises that stability began to be restored While price controls 
alone did not accomplish the entire job, they were the major factor in convincing 
both business and consumers that the hectic price rise was halted so that indirect 
controls could be effective.”’ 
At the successive triennial national conventions, the WCA has voted to sup- 
res port price and rent controls; in 1946 because the delegates felt that immediate 
; t decontrol after the war would set off another inflationary spiral; in 1949, because 
& SCr0 of the spiralling costs which actually took place during the period following 1946; 
ssar : and in 1952 because of the Korean crisis and the needs of the free nations in the 
world conflict. The action in 1952 reaffirmed the support of controls, both indi 
rect and direct in the following words ‘| oO worl d iring @ defe nse emergency for 
eerie such taxation and for such controls on credit, materials, wages, rents, and prices 
oer aor as will expand the Nation’s productive capacity ay 
mteLY SiN Because of the uncertainties in the international situation at present, and the 
continuing struggle in the Far East, we feel that decontrol at this time 1s pr 
Ng Of the mature, and will lead to a repetition of the 1946-48 experience While agreeing 
reenci with the President in his state of the Union message that indirect controls such 
no as taxation. credit control, monetary and fiscal programs are of extreme Impor 
“Urprisil tance, experience has shown that these alone cannot keep our economy strong 
— ss and protect the family pocketbooks By retaining the machinery and agencies 
f 7 — for stabilization it will be possible to bring about an orderly decontrol of selective 
ae tems. What is equally important, items can be recontrolled quicly should infla- 


nat tionary pressures become great. 
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The control mechanism can be kept flexible to allow for as much freedom 
the market as is consistent with the health and welfare of the people, and the finan- 
cial and economic welfare of the Nation. For the consumers, the cost of food and 
the quality and grade of food; particularly meat, is of great importance. Also t! 
cost of rental shelter is of extreme importance, and this most urgent in over- 
crowded defense production areas. When workers have jobs, homes at rentals 
they can afford, and an assurance that the price they pay for meat is related t 
the quality of that meat; when ceiling prices exist (even though some prices ma 
and indeed should fall below the ceiling)—-when all these safeguards are prese 
people will gladly work hard and pay their taxes, and share the burdens of a crisis 
situation. When there is no machinery for protection, however, the slightest 
rumor or fear of rising prices can set off a wave of scare buying and hoarding as 
it did in the 6 months following the outbreak of war in Korea. This can happe 
because people fear that they may be caught in a squeeze between high taxes and 
high prices. When such a squeeze between high taxes and high prices occurs 
savings are rapidly depleted and the incentive toward productive effort on t! 
part of the workers decreases to the detriment of the whole defense effort. 

For these reasons, the National Board of the YWCA would urge first that 
sufficient stabilization machinery be retained to provide for orderly decontr 
and second that, whether or not all items are eventually decontrolled, the ma- 
chinery and agency be retained that can quickly and immediately impose controls 
and freeze prices in case of another sudden crisis such as Pearl Harbor or Korea 

We sincerely hope that your committee will work out a plan for such effectiv: 
machinery, and publicize it so that the confidence and morale of the people may 
remain high. 

Very sincerely yours, 
Mrs. Epwarp W. Macy, President 


(See pt. 1, p. 343, with reference to below:) 


NATIONAL ASSOCIATION OF RETAIL GROCERS, 
Bushnell, Ill., March 28, 1953. 
Hon. A. Wiis Ropertson, 
Senate Office Building, Washington, D. C. 

Dear SENATOR RoBeERtTSON: It is with pleasure that I send herewith listing of a 
seven-city average of prices of foods in the BLS cost-of-living index for the week 
immediately prior to decontrol or suspension of price controls, and for the week 
ending March 7, 1953. 

Since you specifically requested this particular information, but were not able 
to stay through the hearing, I thought you might like to have this data along 
with a copy of the material presented at the hearing. 

If there is any other information we can send which will be helpful, please tell 
me. 

Sincerely yours, 
Ray CowPpErtTHWAITE, Director 
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y-city 1 average of prices of foods in BLS cost-of-living index, for week immediately 
prior to decontrol or suspension, and for week ending Mar. 7, 1953, for representa- 
tive chain food stores operating in those cities 


Date of 








Price for Price for 
decontrol or Commodity week prior to| week ended 
suspension decontrol Mar. 7, 1953 

| Cents Cents 
July 1,1952 | Canned peaches, 244 : 29, 86 31 
Do. | Canned pineapple, 2}4 35. 33 35.5 
Do | Canned corn, 303 17. 64 
Do | Canned tomatoes, 2 } 15. 85 
Do | Canned peas, 303 18. 28 
Do | Frozen strawberries, 12 ounces 37. 71 
Do Orange juice concentrate, 6 ounces 16. 39 
Do Frozen peas, 12 ounces 19. 36 
Do | Dried prunes, pound 31. 28 
Do | Dried navy beans, pound 17. 93 
Nov. 18,1952 | Baby foods, strained, 4°4 or 5 ounces 9. 49 
Nov. 20,1952 | Cola drink, 6-bottle carton 27.7 
Feb. 6,1953 | Round steak, pound 82. 43 
Do | Rib roast, pound 68. 43 
Do.......| Chuck roast, pound 49 
Do Frankfurters, pound 57 
Do | Hamburger, pound 44. 57 
Do ; Veal cutlet, pound 111. 28 
Do Pork chops, pound 75. 43 
Do : Bacon, sliced, pound 65.14 
Do Ham, whole, pound 64.14 
Do. ..| Salt pork, pound i 33.14 
ss | Lamb, leg, pound 
Do Canned salmon, 16-ounce s 54 
Feb. 12,1953 | Eggs, dozen ‘ 62 
Do.. | Lard, pound 14. 43 
Do......-| Shortening, hydrogenated, pound.. % 31. 83 
Do | Salad dressing, pint ; Salven jones wave : 32. 33 
Do Fryers, ready-to-cook, pound. - .- onmoue ewe aah 59 
Feb. 18,1953 | Margarine, colored, pound wa snes ekesod . | 27.14 
Do | Butter, pound ay iets ; 76. 00 75. 71 
Do Cheese, American, pound. -.-..-- ; ; 52.00 | 52.17 
tes Milk, fresh, quart ntidlene ibis ; | 22. 36 | 22. 00 
Do... Ice cream, pint---- a eabhball | 27.07 | 27.07 
MOiness Milk, evaporated, 1444 ounces. - - -- viabindnweehtodan | 14. 66 | 14. 66 
Feb. 25,1953 | Grape jelly, 12 ounces-.--- Sie Fe ee ena 21. 88 | 21. 88 
Peden .| Flour, wheat, 5 pounds...--. ‘ stidediaweenseinn ea 2. 28 52. 28 
Do.......| Corn flakes, 12 ounces--.----- eats tin. chigiies ‘ | 20. 00 20. 00 
Do... Corn meal, pound. .-.-.- a a ee 5. 66 15. 66 
Soudan STR, EL, 2... -cnphcccn no -cancs Ee ES 19. 00 19. 00 
Ghote | Rolled oats, 20 ounces........-..-- ch baal bien bain 16.17 | 16. 17 


1 Boston, Atlanta, Cincinnati, Chicago, Denver, San Francisco, and Minneapolis. 


(The following was received for the record:) 


SraTeMENT By Scott W. Lucas, ATTORNEY, ON BEHALF OF THE AMERICAN 
FINANCE CONFERENCE 


I am submitting this statement on behalf of the American Finance Conference, 
a group comprising several hundred independent automobile sales finance com- 
panies. The conference had not planned to burden your committee with testi- 
mony on §. 753, a bill to provide standby economic controls, and S. 1081, a bill 
to provide authority for temporary economic controls, and would not do so now 
but for the fact that on March 30, 1953, Hon. William McC. Martin, Jr., Chairman 
of the Board of Governors of the Federal Reserve System, appeared before your 
committee and made some observations on which we believe it is incumbent upon 
the conference to comment. 

Chairman Martin, in testifying before the committee, said: ‘‘The Board is not 
seeking authority to reinstitute at this time regulation of consumer credit or real- 
estate credit.”’ 

If the Board, apparently speaking for the administration, is opposed to regula- 
tion of consumer credit, I am certain that the Congress will not assume that 
responsibility, that being expecially true when practically all controls will soon 
expire through operation of law. 

The American Finance Conference wholeheartedly agress with Chairman 
Martin’s testimony on the control of consumer credit when he says: “The Board 
feels that market forces will eventually assert themselves to bring about readjust- 
ments provided they operate within a framework of proper fiscal and monetary 
policies.”’ 
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(1) If your committee intends to report 8. 753, then the authority to regulate 

-onsumer credit extended for automobile financing should be in the form in whieh 
was treated in the Defense Production Act Amendments of 1951. 

2) If your committee intends to report 8. 1081, it should not contain provi- 
ions relating to credit controls (as it does not now). However, if provisions 
relating to credit controls are added to S. 1081, then such provisions should 
either call for a freeze on the situation existing at the time of the freeze, or should 
be surrounded with the same limitations which appear in the Defense Production 
Act amendments of 1951. 





The following was received for the record with reference to the 
discussion on p. 603:) 


CONGRESS OF INDUSTRIAL ORGANIZATIONS, 
Washington 6. D. C.. March 31, 1953 





























Honorable Homer E. Carpenart, Chairman, 
Senate Banking and Currency Committee, 
Senate Office Buildina, Washington 25. D G 


DEAR SENATOR CAPEHART: During the course of my testimony on stanaby 
eontrol legislation on March 13, I made brief reference to some 
of the Federal Reserve Board during the past few years. 

You will recall that the committee asked me to amplify the CIO’s views on this 

atter, and at that time I promised that a more detailed n emorandum would 


of the poueies 





[ am happy now to forward this memorandum for the use of your committee 


{ hope it can be made part of the record of those procee ling 





Carey, Secretar Treasurer. 
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2eSERVE PoLicy AND THE ContTRoL oF INFLATION IN A WAR OR 
EMERGENCY ! 


FEDERAL 
DEFENSE 








In the consideration of anti-inflation programs, it has become increasing] 
fashionable to make ever greater claims for indirect as against direct controls 
ine of the strongest of such claims is made on behalf of monetary and credit 
olicy as an inflation-stopper. In fact, some groups and some legislators hav 
ven argued that vigorous Federal Reserve Board action on money and credit 
mbined with proper Federal tax and fiscal measures make direct controls over 
rices and wages unnecessary, even in an extreme national defense or war 





mergency. 

An evaluation of the Reserve Board’s inflation control 
ver the past 2 or 3 years consequently takes on increas d importnee, as 
Senate Banking and Currency Committee struggles with the issue of standby 

yntrols to cope with any future emergency inflation. 

Our own studies of the recent emergency inflation lead us to believe that the 
Federal Reserve policies for which so much is claimed have been founded on false 
premises. Moreover, they proved to be ineffective and in juitable when put into 
wctual operation during the past 2 years, 

Federal Reserve Board policies during the threatened inflation of the Kore 
war were aimed at restraining the private borrowing and lending activities 
Consumers, it was feared 


policies and practices 


the 





‘onsumers, business, and, of course, the banks 
would anticipate future shortages, and rush into the market to buy up the limited 
supplies of consumer durable goods, leading to inflation and hoarding. Simul 
taneously, business was expected to draw heavily on the banks, bid up the prices of 
scarce materials, hoard large inventories, and seek to expand their operations 
regardless of essentiality to defense needs. 

The Board moved with great haste and flourish to curtail consumer credit 
Direct controls were installed over the purchase, on credit, of houses and consume! 
durable goods of almost all types (automobiles, major electrical appliances, ete 
\cross-the-board regulations on the size of down payments required and the 
duration of contract repayment time were imposed, with no regard to the needs 
of individual consumers. 

When it turned to the control of business credit, and of bank loans generally, tl 
Federal Reserve Board chose to exercise only oblique methods Indeed, 
avoiding direct controls over bank loans, the Board chose a method which in effect 

1 Supplementary statement furnished by the Congress of Industrial Organization 


and Currency Committee in connection with hearings on st undby control legislation 
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sought to bribe the banking system, into restraining its expansion of bank credit 
the bribe coming in the form of higher interest rates. 


The Board’s program to curtail bank credit, especially as regards business loans 


of all types, combined several assumptions. In the first place, it was assunx 
that basic to all anti-inflation policy was the paramount need of curtailing t 
money supply of the Nation. If this could be done, bank reserves would b 
reduced, the lending ability of the banks would go down, business’ ability to 
command goods and services would be diminished, thereby reducing the force of 
inflation. 

The Board’s devices to accomplish this basic objective of reducing the mon 
supply are, by now, well known. It can (and did) raise the rediscount rate or 
loans to member banks. In turn, this was expected to raise interest rates for 
private borrowers, discourage them from borrowing, and thereby reduce thi 
volume of business credit. 

More important, following the so-called accord with the Treasury Department 
in March 1951, in its open market operations the Federal Reserve Board withdrew 
its firm unconditional support from the Government security market. This was 
designed to prevent banks from being readily able to convert their holdings of 
Government securities into cash, which would add to their reserve and form the 
basis for more credit expansion. By so restricting bank loans, the Board felt it 
would be curtailing the supply of money in circulation, which would reduce the 
pressure of inflation. 

Incidentally, it was recognized that the withdrawal of unconditional Federal 
teserve Board support from Treasury issues would have the effect of raising 
interest rates on Government securities and generally in the business world 
This, it was argued, would be a small price to pay for preventing inflation and 
maintaining economic stability. 

Finally, to the aforementioned devices, the Board added the so-called voluntary 
credit restraint program, under which it sought to encourage financing institu- 
tions to enter into voluntary agreements to curtail credit which was “‘not necessary 
to financing the defense programs”’ and “‘not essential to the needs of agriculture, 
industry, and commerce.” 

How sound were, or for that matter are these policies, and how well did they 
work out during the recent emergency? What equities did they support or 
violate? 

1. It may be well to dispose of the rediscount-interest rate argument first. In 
raising the rediscount rate in its transactions with member banks, the Reserve 
Board sought to reduce the volume of lending by these member banks. The 
increase in rediscount rates ordinarily leads to a rise in the interest rates which 
member banks charge on business loans, and this supposedly will cut down the 
number of borrowers, thereby easing the inflationary pressure in the economy. 

It should be obyious that slight, even moderate increases in interest rates will 
not curtail business speculation. Indeed, a moderate increase in interest rates on 
business loans may well prevent the expansion of a sound, genuinely productive 
enterprise which is engaged in a truly competitive industry. To do this, of course, 
is to throw obstacles across one of the safest roads to conquering inflation, namely, 
increasing production. 

On the other hand, speculators, contemplating wind-fall profits during a war 
induced inflation, will in no sense be discouraged by a rise in interest rates of 
14, 4, or even 1 or 2 percent. 

Thus rising interest rates may operate to discourage sound business expansion 
but almost surely will have no effect upon the operation of speculators, the real 
stokers of inflation. 

2. Federal Reserve officials have continued to argue, however, that the impact 
of the Federal Reserve Board operations upon the money supply can be decisive 
in the struggle against inflation. In particular, the withdrawal of firm support 
from the Government security market restricts the ability of banks and other 
institutions to convert their large holdings into cash at any given moment, without 
some losses. Moreover, to the extent that new purchasers are found, other sec- 
tions of the money supply are immobilized. Generally, this will have the effect 
of reducing bank reserves. The reduction of bank reserves, the argument runs 
on, will lead to a curtailment of bank credit and business loans. The control of 
the money supply, then, in the view of monetary authorities, is seen as having 
special, critical importance in preventing inflation. 

Just how sound is this argument, viewed in the light of the past 2 years or so 
since the Treasury-Federal Reserve Board accord of March 1951, when the pegs 
were withdrawn from the Government security market? Again, how decisive 
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was the money supply as an inflation promoting or damping factor in the eniire 
Korean period? 

Between June 1950 and February 1951 (month before the FRB-Treasury 
accord), an 8-month period, the privately held money supply (includes money in 

rculation, private time deposits and private demand deposits) increased approxi- 
mately $4.2 billion from a total of about $170 billion to $174.2 billion. During 

is time the retail Consumers’ Price Index went up 8 percent. (The Wholesale 
Price Index rose approximately 16 percent.) 

From February to December 1951, following the Fed-Treasury accord, the 
supply of money increased from $174.2 to $186 billion or more than $11.5 billion. 
During this period the retail consumers’ price index increased less than 3 percent. 
(Wholesale prices fell nearly 3 percent.) 

Again, from December 1951 to December 1952, the supply of money rose 
from $186 billion to $194.8, an increase of about $8.8 billion. The retail con- 
sumers’ price index was relatively stable, rising less than 1 percent. (Wholesale 
prices fell nearly 4 percent.) 

Clearly these figures demolish the contention that the control of the money 
supply is necessarily crucial in combating inflation. In an 8-month period when 
the money supply increased only $5 billion, retail prices rose over 8 percent. In 
the succeeding 9-month period when the money supply rose over $10 billion, 
retail prices rose around 2.5 percent. In the next 10-month period the money 
supply increased another $10.5 billion and yet consumer prices rose less than 
1 percent. 

While the effectiveness of the Federal Reserve Board’s operations was not 
visible so far as the supply of money was concerned, interest rates upon com- 
mercial and industrial loans, as well as Government securities did rise significantly 
during this period, as a result of the ‘‘accord’’ of March 1951. The result was a 
substantial increase in the profits of many banks. 

As interest rates on the Government debt climb, the cost of servicing the Federal 

debt also rises, thereby increasing the burden of the average taxpayer and citizen 
of the United States. 
+ Two years ago it was estimated by the Joint Committee on the Economic 
teport, that each increase of one-eighth of 1 percent in the Federal debt interest 
rate would cost approximately $200 million (less what is recovered in taxes). 
While the total marketable interest-bearing debt only comes due over a period 
of years, it is nevertheless clear that even slight shifts in interest rates are an 
added burden to the taxpayer, but an important source of added income to the 
banks. As a result of Federal Reserve pressure boosting interest rates on Gov- 
ernment debt in the past few years, it is estimated the increase in the service 
charge on this debt now amounts to $500 million per year. Interest rates on 
private bank loans move up, too, of course, when the Government debt rate in- 
creases, adding further to bank profits. 

3. As another means of curbing bank loans, the Federal Reserve Board also 
introduced the so-called voluntary credit restraint program. Here the Board 
sought to encourage groups of banks and other lending agencies to police vol- 
untarily their own loan policies, with a view toward directing credit only to neces- 
sary defense and civilian activities. 

In other words, at a time when the Government was telling manufacturers 
what prices they could charge for their goods, when it was telling labor and 
management what wages they could or could not pay, the Federal Reserve Board 
asked the bankers of America to devise their own rules of anti-inflation conduct, 
and left the enforcement of these rules to the very bankers who were supposed 
to be controlled. Can anyone conceive of the Federal Government’s anti- 
inflation program including the delegation to unions of the control over wages, 
or to business the control over prices? Yet this is what, in effect, was done for 
the banks, so far as credit was concerned, under the voluntary credit restraint 
program. 

The effect of these policies in reducing bank loans, that is, the attempt to 
control the money supply described above (1 and 3) and the voluntary credit 
restraint program, appears to have been insignificant. The volume of private 
commercisl, industrial, end agricultural bank loans outstanding increased $4 
billion or approximately 20 percent between March 1951 and December 1952. 
Total bank loans outstanding went up $10 billion during this same period. 

It would sppear then, that the instruments used by the Federal Reserve Board 
failed to accomplish the objectives set for them. Neither bank loans nor the 
money supply were effectively controlled. The only tangible results of the 
March 1951 accord were added burdens in servicing the Federal debt and windfal) 
profits for the banks and other lenders. 
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Based upon the experience of the past 2 years and a study of the Federal Reserve 
Board’s policies during this period, we must conclude that if there is to be adequate 
d equitable curtailment of business loans by the banks to curb inflation, it ought 
be done by direct methods. The Executive must act directly to limit the 
olume of credit which can be issued by the banks. It is generally believed that 
President already possesses such emergency powers, if not, he should be so 
wrmed. The volume of credit outstanding per bank, might be frozen at the level 
revailing at the beginning of an emergency. Exceptions, in the national interest, 


also be prov ided for 

Another direct and effective device would be to establish special reserve cate- 
eories for commercial banks; in the words of the Federal Reserve Board itself, as 

proposed in 1945, such a special reserve plan would 
* * empower the Board of Governors to require all commercial banks to 
ld a specified percentage of Treasury bills and certificates as secondary reserves 
gainst their net demand deposits. To aid banks in meeting this requirement 
they should be permitted to hold vault eash or excess reserves in lieu of Govern- 
This measure would result in stability of interest yields on short- 


ent securities J 
of the cost of the public debt. Like 


term Government securities and, therefore, 
the bond portfolio limitation, it would provide a measure for regulating commercial 
’ demands for short-term Government securities relative to thair demands for 
At the same time it would leave considerable freedom for 


anks 
nger-term issues. 
movement of interest yields on non-Government paper of short-term maturity 

As the then Chairman of the Board of Governors, Marriner Eecles, stated, this 
roposal would ‘‘not make the Government and the taxpayer bear the added cost 
f the restraint, that will impose very little, if any hardship on the banks, that will 

fact, have a compensating aspect in that the restraint imposed would increase 
nterest rates on private borrowings without additional cost to the Government.” 

The Senate Banking and Currency Committee might also explore the problem 
of direct, selective controls over bank operations. Categories of acceptable or 

nacceptable types of bank loans (depending upon their contribution to the 
iefense effort) might be established during an emergency. 

Certainly it should be possible to establish direct, positive controls over the 
olume of bank loans, during an emergency when young men are asked to risk 
their lives If boys can be forced to become soldiers, manufacturers can be told 
at not to produce, merchants denied the right to set their own prices, and con- 
:mers told under what conditions they’can go ahead with certain purchases, it is 
absurd to assume that only bribing lenders with higher interest rates will enable us 

» control bank-made inflation. 

The most basic lesson of the past 24 years is that two met hods are of paramount 
mportance in halting a defense-induced inflation. These are direct controls and 
he encouragement of expanding production. 

The promulgation of the price freeze of January 26, 1951, was tremendously 
effective. Within afew weeks the greatest steam had been taken out of the increase 
n both wholesale and retail prices. (Fully 3 weeks before the change in Federal 
Reserve Board policy, it should be noted, the advance in wholesale prices had 
There is simply no overestimating the dramatic effect of the 
a time when the price agency was still poorly 





ground to a halt.) 
January 1951 freeze. It came at 
staffed and many aspects of the price-control program had not been fully devel- 
oped. Despite these difficulties, it did check the worst of the inflation in short 
order. 

During the sueceeding months when nearly every factor favorable to inflation 
continued to operate, greatly increased money supply, rising bank loans and larger 
lefense expenditures, the price level stabilized. This, despite the fact that the 
price agency was hampered by amendments to the Defense Production Act, in 
1951 and 1952, which weakened the Government’s control powers. 

The steady expansion of production in 1951 and 1952 also helped stem the 


nflation. 
Working in combination, then, direct price and wage controls and the encourage- 
ment of production expansion, should be the solid foundation of any effective anti- 


intlation program during any future emergency. Sound monetary and credit 


policies, directed at curtailing nonessential business activity or speculation can 
ilso serve the same objective 

The monetary and credit policies of the past 2 years or so, however, are not 
encouraging in this respect. They appear to have been ill-conceived and in- 
quitable in operation. 

The view that the Federal Reserve bankers, left to their own devices, can auto- 
natically be trusted to act in the public interest, is both naive ar d shortsighted. 
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Broad central-banking decisions frequently have far-reaching implications fo, 
the entire Nation and they should not be left outside of the general area of co- 
ordinated Government decision-making. 

The Senate Banking and Currency Committee studying the problem of co: 
trols in a future emergency would do well to tackle this aspect of the problem her 
and now. It should be possible to develop a set of guides and general rules fo) 
future emergency monetary and credit action, which will spare the America 
people the inequities and mistakes of the past 2 years. 


(The following was received for the record, see p. 277:) 


NATIONAL Corron CouNcIL OF AMERICA, 
Memphis, Tenn., April 1, 1953 
Hon. Homer E. CApPEHART, 
Chairman, Banking and Currency Committee, 
United States Senate, Washington os. D.C. 


Dear Senator: The National Cotton Council recognizes the problem created 
by imports of fats and oils and dairy products under domestic price-support 
programs and appreci: tes the intentions of the Congress in enacting section 104 
of the Defense Producuon Act in an effort to provide adequate safeguards for 
these commodities and these programs. 

However, we concur in the view expressed by the Department of Agriculture 
and the Department of State before your committee yesterday to the effect that 
it is preferable to provide necessary protection under section 22 of the’ Agricultural 
Adjustment Act, as amended, since the use of this section in safeguarding domestic 
price-support and production-control programs is more consistent with our inter 
national trade interests and objectives than section 104 of the Defense Production 
Act. We share the administration’s views that adequate protection can be 
extended under section 22 and believe that necessary steps to this end are being 
taken. 

On this basis we would like to support the recommendations of the Department 
of Agriculture and the Department of State that section 104 of the Defense 
Production Act not be extended since unilateral action of this kind cuts across 
existing agreements and tends to break down the Reciprocal Trade Agreements 
Act and encourages retaliation, all of which would be harmful to agricultural 
exports. 

We respectfully request you to make this letter a part of the official record 

Your cooperation will be appreciated. 

Sincerely yours, 


Haroutp A. Youna, President, 


Cuicaao, Itu., April 1, 19538. 
Senator Homer CApPpEHART, 


Chairman, Senate Banking and Currency Committee: 


On behalf of our 4,100 members, savings and loan associations and cooperative 
banks, we are opposed to any provisions for continuation of real estate construc- 
tion credit controls or their inclusion in standby controls or standby Presidential 
powers. Our associations are largest source of home mortgage credit in the 
country today. Conventional mortgage loans have never been high-percentage 
inflationary credit. Extremely low down payments and long-term home loans 
are confined to Government-assisted programs which can be controlled without 
such standby legislation if emergency arises. Standby real estate credit controls 
would cause artificial distortions in flow of credit of the type which disrupted 
the marked and increased housing costs just prior to imposition of regulation X 
and has always accompanied speculation on changes of regulations or laws. 
Over 70 percent of savings associations mortgages are uninsured and our insti- 
tutions pledge continuation of sound and conservative lending practices not 
only to reduce inflationary pressures but to insure the safety and availability of 
our savers’ funds. Would appreciate your including this telegram in print of 
committee hearings, 

Unitep States Savings aND Loan LEAGUE. 
GrEorGE L, B.Iss, 
Chairman, Legislative Committee. 
NoRMAN STRUNK, 
Executive Vice President. 
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